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FREEDOM OF INFORMATION ACT 
Release No. 23/August 14, 1975 


In the Matter of Request of 
CLYDE A. KELLEY, INC. 
DENIAL OF REQUEST 


for access to copies of questions used in Commission ex- 
aminations of brokers and dealers during 1968-1975 


The Commission has received an appeal from the denial of 
the request of Clyde A. Kelley, Inc., a broker-dealer reg- 
istered with the Commission, for copies of the questions 
used in qualifying examinations administered pursuant to 
the provisions of Rule 15b8-1 under the Securities Ex- 
change Act of 1934 (“Exchange Act”), 17 CFR 240.15b8-1, 
during the years 1968 through 1975 and the answers to 
such questions. The Commission believes such matters to 
be exempt from compelled disclosure by virtue of the 
fourth exemption contained in the Freedom of Informa- 
tion Act, 5 U.S.C. § 552(b)(4). 


The Statutory Scheme 


Section 15(b)(7) 1/ of the Exchange Act provides that no 
broker or dealer registered with the Commission shall 
effect any securities transactions unless such broker or 
dealer and all natural persons associated with it meet stand- 
ards with respect to “training, experience, and such other 
qualifications” as the Commission finds necessary or de- 
sirable. The Commission is empowered by Section 15(b)(7) 
(B) to “establish such standards by rules and regulations, 
which may . . . require persons . . . to pass tests prescribed 
in accordance with such rules and regulations.” Further, 
Section 15(b)(7) provides that the Commission “may co- 
operate with registered securities associations and national 
securities exchanges in devising and administering tests ..."” 
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Pursuant to this statutory authority, the Commission has 
promulgated Rule 15b8-1 under the Exchange Act, requir- 
ing that all associated persons of brokers and dealers who 
are not members of registered securities associations “‘suc- 
cessfully complete a general securities examination,” the 
subject matter of which is described in Rule 15b8-1(a)(1) 
(ii), before the nonmember broker or dealer can effect any 
transaction, or induce the purchase or sale of any security 
(otherwise than on a national exchange). These examina- 
tions are given periodically to examination centers desig- 
nated by the Commission; persons who fail to complete the 
examination successfully may take it again after the expira- 
tion of a period of time prescribed by Rule 15b8-1(c). 


The format of the examination which is given to persons 
seeking to become affiliated with brokers and dealers gen- 
erally does not change radically from year to year and, in 
many instances, some of the same questions (in some cases 
in slightly modified form) used in one examination will be 
used again in a subsequent examination. It is the Commis- 
sion’s judgment that the effectiveness of the examination 
program, which is one of the principal means for assuring 
that registered brokers and dealers and persons associated 
with them possess the minimum required degree of compet- 
ence and knowledge with respect to the services they render 
to public investors, will be severely undermined if the ques- 
tions and answers used in previous examinations were re- 
quired to be made publicly available. Since the Commission 
has been given statutory authority to conduct an examina- 
tion program for nonmember brokers and dealers, that 
authority must be construed in a way which would allow 
the programs established by the Commission to be operated 
effectively. This in turn requires that the questions used in 
SECO examinations not be publicly disclosed. 


The NASD qualifying procedures were studied by the 
Special Study Group on the Securities Markets in the early 
1960's. In the Report filed by that Group, the NASD’‘s ef- 
forts to upgrade the quality of its examination program 
were noted. It had been conceded by officers of the 
Association that the examination program had been of 
little value in eliminating the incompetent from the securi- 
ties industry: 


“The first examinations consisted of 100 questions drawn 
from a limited pool of 344 questions, later increased to 
441, which were published along with the correct answers 
in a booklet distributed to candidates for registration. This 
test . .. consisted mostly of true-or-false questions, with a 
few multiple-choice questions. Coming as it did from a 
book of questions and answers similar to that provided to 
applicants for drivers’ licenses in certain jurisdictions, the 
examination was, in the words of the association’s execu- 
tive director, ‘to be very frank * * * in my opinion a 
memory test. If [the applicant] had a good memory, there 
was no difficulty in passing the examination.’ “’2/ 


After extensive discussions with the Commission, the 
Association introduced a completely new examination on 
January 2, 1962. The new examination was three different 
tests of 125 questions each and was “designed to be sub- 
stantially more difficult than its predecessor and to require 
considerable more preparation and study.” 3/ Instead of 
complete access to all the questions and answers to be 
used, the candidate for registration received a study outline 
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listing the topics on which questions would be asked and a 
bibliography of pertinent books and pamphlets. While simi- 
lar types of materials are provided to candidates today, the 
NASD has continued since 1962 to develop further refine- 
ments in its ability to measure an applicant's competency. 


The Special Study of the Securities Markets, having re- 
viewed this history, concluded that the examination devel- 
oped by the NASD “‘represent[ed] a considerable advance 
over its old memory test, which had proved almost com- 
pletely ineffective in accomplishing its screening purpose."4/ 
It further concluded that the “basic instrument for assuring 
the public that a salesman has a reasonable minimum of 
competence has been, and must continue to be, the 
examination.” 5/ 


The Special Study which looked at the NASD qualifying 
procedures was instrumental in establishing the basis for 
the Securities Act Amendments of 1964, which added Sec- 
tion 15(b)(7) to the Exchange Act. The House Report on 
the Securities Act Amendments of 1964 indicates that the 
Congress, in addition to being fully informed of the recent 
developments with respect to the NASD’s examination 
program, was aware of the Commission’s intention to 
administer the program in cooperation with the NASD. The 
Report noted, with respect to the new Section: 


“... The Commission is authorized to cooperate with sec- 
urities associations registered under Section 15A ... in 
administering examinations and may require persons . . . to 
Pass examinations administered by or on behalf of any of 
these associations . . . and to pay such association ...a 
reasonable fee or charge to defer the cost of administering 
such examinations.” 6/ 


This has been the practice of the Commission since shortly 
after the enactment of Section 15(b)(7). The examinations 
have been developed by the NASD, reviewed and approved 
by the Commission, and then administered by the NASD at 
its testing centers. The Commission collects a fee from 
applicants who wish to take the examination, and uses the 
proceeds from fhe fees collected to reimburse the NASD 
for its expenses. 


Congress, in recently enacting the Securities Acts Amend- 
ments of 1975, examined this statutory scheme and 
significantly strengthened it. The new section gave the 
Commission authority to prescribe uniform examinations 
for all persons engaged in the securities industry and pre- 
scribed certain areas which were to be included in the 
examinations given to partners, officers or supervisory 
employees. The Commission was authorized to cooperate 
with securities associations in “devising and administering 
tests.” The House Committee Report stated with respect to 
the new Section 15(b)(7): 


“The Committee expects that the Commission will work 
with the various securities industry regulatory organizations 
in devising the uniform examination, and the section auth- 
orizes the Commission to allow such organizations to ad- 
minister the examination. The industry regulatory organize 
tions are also allowed to impose qualification standards 
higher than those required by the Commission. The Com- 
mission examination, however, will be a minimum which 
all persons engaged in the industry must meet.” 
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H. Rep. No. 94-123, 94th Cong. 1st Sess., p. 76 (1975). 


The Commission believes that this recent legislation 
demonstrates Congress’ general satisfaction with the present 
operation of the broker-dealer examination program and 
does not believe that Congress, in enacting Section 15(b)(7), 
intended that the examination program should retrogress 
and again become a “‘memory test’ drawing from a limited 
pool of questions. To make the past examinations and 
answers public, however, could only lead in that direction, 
since certain areas must be covered in every examination 
and the variety which the form of the questions can take is 
often limited. Furthermore, if the Commission or the 
NASD had to expend the resources necessary to develop 
completely new questions every time it administered the 
examination, the costs of the program would significantly 
increase. Since the Commission is entitled by regulation to 
charge reasonable fees to defray the costs incurred in ad- 
ministering the examination, it is quite likely that if the 
examinations were required to be made public, it would 
mean that the NASD and the Commission would have to 
charge higher fees for administering the examination in the 
future. 


The Fourth Exemption 7/ 


The Commission has closely cooperated with the efforts of 
the National Association of Securities Dealers (NASD) to 
develop and administer the examinations required by Rule 
15b8-1. Thus, the Commission receives from the NASD 
copies of the general securities examinations it administers 
to persons affiliated with NASD member brokers and 
dealers and has used such materials in the same or sub- 
stantially the same form for purposes of the examination 
given to persons affiliated with nonmember brokers and 
dealers. Disclosure of the Commission’s questions and 
answers would thus constitute, to a considerable degree, 
disclosure of the questions and answers of the examinations 
given by the NASD. 8/ 


In providing this material to the Commission, the NASD 
has explicitly requested that it be treated in confidence, 
and the Commission has received the material on that basis. 
Itis clear that the material in question relates to the 
principal “‘business” of the NASD, that is, the regulation 
of its members, and that the production of the records in 
question would disclose the “trade secrets” and sensitive 
“commercial . . . information” obtained from the NASD 
on a confidential basis—matters which the NASD would 
not normally publicly disclose. The records are therefore 
exempt from compelled disclosure by virtue of the fourth 
exemption contained in the FOIA. 5 U.S.C. §552(b)(4). 


The Senate Report on the FOIA described the purpose of 
the fourth exemption as follows: 


“The exemption is necessary to protect the confidentiality 
of information which is obtained by the Government. . . 
which would customarily not be released to the public by 
the person from whom it was obtained.” 


S. Rep. No. 813, 89th Cong. 1st Sess., p. 9 (1965). The 
House Report adds that the exemption includes: 


“... information which is given to an agency in confidence, 





since a citizen must be able to confide in his Government. 
Moreover, where the Government has obligated itself in 
good faith not to disclose documents or information which 
it receives, it should be able to honor such obligations.” 


H.R. Rep. No. 1497, 89th Cong., 2d Sess., p. 10 (1966). 


The principal elements of exempt “commercial informa- 
tion” are that such information be (1) received from a 
private source and (2) submitted to the government in con- 
fidence. In Benson v. General Services Administration, 289 
F. Supp. 590 (W.D. Wash., 1968), affirmed, 415 F. 2d 

878 (C.A. 9, 1969), the Ninth Circuit termed “correct” the 
district court’s statement that this exemption was meant to 
protect information for which a person wishes confidential- 
ity but which is revealed to the government “under the ex- 
press or implied promise by the government that the infor- 
mation will be kept confidential.” 415 F. 2d at 881. Unlike 
the factual situation in Benson, where the Court ordered 
disclosure because the information in question had actually 
been generated by the government, here the preparation of 
the examinations in question is the responsibility of the 
NASD. And in providing the Commission with access to 
copies of the examinations to be given, the NASD has ex- 
plicitly requested confidential treatment for such matters 
and the Commission has granted that request. 9/ 


If the fourth exemption is properly invoked, in addition to 
showing that confidential commercial or financial informa- 
tion is involved, it must also be shown that nondisclosure is 
justified by the legislative purpose which underlies the ex- 
emption. 10/It has been recognized that the fourth exemp- 
tion serves two legislative purposes: to promote the ef- 
ficient operation of the government, and to protect the 
legitimate interests of persons who desire confidential treat- 
ment for information supplied to an agency of the govern- 
ment. 11/IN this instance, both Congressional purposes are 
served by nondisclosure, since both the Commission and 
the NASD have a substantial interest in preserving a suc- 
cessful regulatory program. 


In the Commission’s opinion, the foregoing considerations 
are substantial reasons why the Commission should not dis- 
close the requested materials as a matter of its discretion to 
grant access to materials which are exempt from compelled 
disclosure under the Act. 


Accordingly, IT iS ORDERED that the request of Clyde A. 
Kelley, Inc. for access to questions used in the general 
securities examinations administered by the Commission 
during the years 1968 through 1975, and answers thereto, 
be, and it hereby is, denied. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/__—‘ The Securities Acts Amendments of 1975, Pub. L. 
No. 94-29, redesignated former Section 15(b)(8) as new 
Section 15(b)(7) when it modified some of its provisions as 
discussed infra. The Section will be referred to herein as 
15(b) (7). 


2/ House Doc. No. 95, 88th Cong., ist Sess., Part 
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1, p. 118-119 (1963). 


3/ fa. 
4/ ld. atp. 155. 
5/ ld. 


6/ _ _—+H.R. Rep. No. 1418, 88th Cong., 2d Sess. (1964), 
[1964] U.S. Code Cong. and Admin. News, p. 3036. 


7/ ~The Freedom of Information Act “does not apply to 
matters that are . . . (4) trade secrets and commercial or 
financial information obtained from a person and privileged 
or confidential.” 5 U.S.C. §552(b)(4). 


8/ The NASD examination also includes a Section on 
NASD rules and regulations which is not given to persons 
seeking to become affiliated with nonmember brokers and 
dealers. However, the general securities examination, com- 
mon to both the NASD and the SECO examinations, com- 
prises approximately 80% of the examination. 


9/  Aswas the case in Sterling Drug, Inc. v. FTC, 450 F. 
2d 698, 709 (C.A. D.C., 1971), it is clear that the nature of 
these records is such that ‘ ‘making deletions will not render 
the documents subject to disclosure under the Act.” 


10/ National Parks and Conservation Ass‘n. v. Morton, 
498 F. 2d 765, 767 (C.A.D.C., 1974). 


11/ As stated by the Court of Appeals for the District of 
Columbia Circuit, the legislative history of the FOIA 
discloses 


*...a twofold justification for the exemption of com- 
mercial material: (1) encouraging cooperation by those who 
are not obliged to provide information to the government 
and (2) protecting the rights of those who must.” 


National Parks and Conservation Ass‘n. v. Morton, supra, 
498 F. 2d at 769. 
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SECURITIES ACT OF 1933 
Release No. 33-5604/August 8, 1975 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-11579/August 8, 1975 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 35-19121/August 8, 1975 


TRUST INDENTURE ACT OF 1939 
Release No. 39-405/August 8, 1975 


INVESTMENT COMPANY ACT OF 1940 
Release No. IC-8881/August 8, 1975 
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INVESTMENT ADVISERS ACT OF 1940 
Release No. |A-468/August 8, 1975 


PRIVACY ACT OF 1974; IMPLEMENTATION NOTICE 
OF PROPOSED RULEMAKING 


Notice is hereby given that the Securities and Exchange 
Commission proposes to amend 17 CFR Part 200 by add- 
ing Subpart H to implement provisions of the Privacy Act 


of 1974, 5 U.S.C. 552a (Pub. L. No. 93-579, 88 Stat. 1896). 


The proposed regulations, among other things, would 
specify 1) the procedures whereby an individual could be 
advised whether any of the systems of records maintained 
by the Commission contain records that pertain to him; 2} 
the procedures for gaining access to those records that per- 
tain to the individual; and 3) procedures whereby an in- 
dividual can seek to amend the contents of records that 
pertain to him. The regulations specify the time, place and 
method of submitting requests to the Commission under 
the Act and provide procedures to obtain agency review of 
initial denials of requests for access or amendment. 


A proposal to promulgate exemptions for certain records 
from specified provisions of the Privacy Act is being pub- 
lished simultaneously for comment and reference should be 
made to those proposals inasmuch as they may affect an 
individual's rights under the rules that follow. 


Subpart H - Regulations and Exemptions Implementing the 
Privacy Act of 1974 


Sec. 301 - Purpose and Scope 
Sec. 302 - Definitions 


303 - Times, Places and Requirements for Requests 
Pertaining to Individual Records in a Record System and 
for the Identification of Individuals Making Requests for 
Access to the Records Pertaining to Them 


304 - Disclosure of Requested Records 


305 - Special Procedure: Medical Records 


306 - 
Records 


Requests for Amendment or Correction of 


307 - Review of Requests for Amendment 


308 - Appeal of Initial Adverse Agency Determination 
on Access or Correction or Amendment 


309 - General Provisions 
310 - Fees 
311 - Penalties 


Authority: Pub. L. 93-579; secs. (f) and (k), 5 U.S.C. 
552a(f) and (k). 


Subpart H — Regulations Pertaining to the Privacy of In- 
dividuals and Systems of Records Maintained by the Com- 
mission. 















i) 

















if 


the 


tion 








§200.301 Purpose and Scope 


The Privacy Act of 1974, 88 Stat. 1896, is based, in part, 
on the finding by Congress that “in order to protect the 
privacy of individuals identified in information systems 
maintained by Federal agencies, it is necessary and proper 
for the Congress to regulate the collection, maintenance, 
use, and dissemination of information by such agencies.” 
To achieve this objective the Act, among other things, pro- 
vides with some exceptions that Federal agencies shall ad- 
vise an individual upon request whether records maintained 
by the agency in a system of records pertain to the individ- 
ual and shall grant the individual access to such records. 
The Act further provides that individuals may request 
amendments or corrections to records pertaining to them 
that are maintained by the agency and that the agency shall 
either grant the requested amendments or set forth fully its 
reasons for refusing to do so. 


The Securities and Exchange Commission, pursuant to sub- 
sections (f) and (k) of the Privacy Act, proposes to adopt 
the following rules and procedures to implement the pro- 
visions of the Act summarized above and other provisions 
of the Act. These rules and procedures will be applicable 

to all requests for information, access or amendment to 
records pertaining to an individual that are contained in 
any system of records that is maintained by the Commis- 
sion. 


§200.302 Definitions 


The following definitions shall apply for purposes of this 
part: 


(a) The terms “individual,” “maintain,” “‘record,” “system 
of records,”” and “routine use” are defined for purposes of 
these rules as they are defined in 5 U.S.C. 552a(a)(2), 
(a)(3), (a)(4), (a)(5), and (a)(6). 


(b) “Commission’”’ means the Securities and Exchange 
Commission. 


§202.303 Times, Places and Requirements for Requests 
Pertaining to Individual Records in a Record System and 
for the Identification of Individuals Making Requests for 
Access to the Records Pertaining to Them 


(a) Place to make request. Any request by an individual to 
be advised whether any system of records maintained by 
the Commission and named by the individual contains a 
record pertaining to him or any request by an individual 
for access to records pertaining to him that are contained 
in a system of records maintained by the Commission shall 
be submitted by the individual during normal business 
hours at the Commission’s Public Reference Room located 
at 1100 L Street, N.W., Washington, D.C., or by mail ad- 
dressed to the Securities and Exchange Commission, 
Privacy Act Officer, Public Reference Section, 1100 L 
Street, N.W., Washington, D.C. 20549. All requests will be 
required to be put in writing and signed by the individual 
making the request. 


(1) Information to be included in requests. Each request by 
an individual concerning whether the Commission maintains 
arecord in a system of records that pertains to him or for 





access to any record pertaining to the individual that is 
maintained by the Commission in a system of records shall 
include such information as will assist the Commission in 
identifying those records as to which the individual is seek- 
ing information or access. Where practicable the individual 
should identify the system of records that are the subject 
of his request by reference to the Commission's notices of 
systems of records published in the Federal Register. Where 
a system of records is compiled on the basis of a specific 
identification scheme, the individual should include in his 
request the identification number or other identifier 
assigned to him. In the event the individual does not know 
the specific identifier assigned to him, he shall provide such 
other information, including his full name, address, date of 
birth and subject matter of the record, to aid in processing 
his request. If additional information is required before a 
request can be processed, the individual shall be so advised. 


(2) Verification of identity. When the fact of the existence 
of a record is not required to be disclosed under the 
Freedom of Information Act, 5 U.S.C. 552, as amended, or 
when a record as to which access has been requested is not 
required to be disclosed under that Act, the individual seek- 
ing the information or requesting access to the record shall 
be required to verify his identity before access will be 
granted or information given. For this purpose, individuals 
shall appear at the Commission’s Public Reference Room 
located at 1100 L Street, N.W., Washington, D.C., during 
normal business hours of 9:00 a.m. to 5:30 p.m. EST, 
Monday through Friday, or at one of the Commission’s 
Regional or Branch Offices. The addresses and business 
hours of those Offices are listed below: 


Atlanta Regional Office 

1371 Peachtree Street, N.E., Suite 138 
Atlanta, Georgia 30309 

Office hours - 8:30 a.m. - 5:00 p.m. EST 


Boston Regional Office 

150 Causeway Street 

Boston, Massachusetts 02114 

Office hours - 9:00 a.m. - 5:30 p.m. EST 


Chicago Regional Office 

Everett McKinley Dirksen Bidg. 

219 South Dearborn Street, Room 1708 
Chicago, Illinois 60604 

Office hours - 8:45 - 5:15 p.m. EST 


Cleveland Branch Office 

Federal Office Building 

1240 East Ninth Street, Room 899 
Cleveland, Ohio 44199 

Office hours - 8:30 a.m. - 5:00 p.m. EST 


Denver Regional Office 

Two Park Central, Room 640 

1515 Arapahoe Street 

Denver, Colorado 80202 

Office hours - 8:00 a.m. - 4:30 p.m. MST 


Detroit Branch Office 

1044 Federal Building 

Detroit, Michigan 48226 

Office hours - 8:30 a.m. - 5:00 p.m. EST 
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Fort Worth Regional Office 

503 U.S. Court House 

10th and Lamar Streets 

Fort Worth, Texas 76102 

Office hours - 8:30 a.m. - 5:00 p.m. EST 


Houston Branch Office 

Federal Office and Courts Building 

515 Rusk Avenue, Room 7615 
Houston, Texas 77002 

Office hours - 8:30 a.m. - 5:00 p.m. EST 


Los Angeles Regional Office 

U.S. Court House 

312 North Spring Street, Room 1043 
Los Angeles, California 90012 

Office hours - 8:00 a.m. - 4:30 p.m. PST* 


Miami Branch Office 

Dupont Plaza Center 

300 Biscayne Boulevard Way, Suite 701 
Miami, Florida 33131 

Office hours - 8:30 a.m. - 5:00 p.m. EST 


New York Regional Office 

26 Federal Plaza 

New York, New York 10007 

Office hours - 9:00 a.m. - 5:30 p.m. EST 


Philadelphia Branch Office 

William J. Green Jr. Federal Building 
600 Arch Street, Room 2204 
Philadelphia, Pennsylvania 19106 

Office hours - 9:00 a.m. - 5:30 p.m. EST 


Saint Louis Branch Office 

210 North 12th Street, Room 1452 
Saint Louis, Missouri 63101 

Office hours - 8:30 a.m. - 5:00 p.m. EST 


Salt Lake City Branch Office 

Federal Reserve Bank Building 

120 South State Street 

Salt Lake City, Utah 89111 

Office hours - 8:00 a.m. - 4:30 p.m. MST 


San Francisco Branch Office 

450 Golden Gate Avenue, Box 36042 
San Francisco, California 94102 

Office hours - 8:00 a.m. - 4:30 p.m. PST 


Seattle Regional Office 

1411 4th Avenue Building, Room 810 
Seattle, Washington 98101 

Office hours - 8:30 a.m. - 5:00 p.m. PST 


Washington, D.C., Regional Office 
Ballston Centre Tower 

4015 Wilson Boulevard 

Arlington, Virginia 22203 

Office hours - 9:00 a.m. - 5:30 p.m. EST 





*in September, 1975, the Los Angeles Regional Office will 
be relocated to 10960 Wilshire Boulevard, Los Angeles, 
California. 
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None of the Commission's Offices are open on Saturday, 
Sunday or the following legal holidays: New Year’s Day, 
President's Day, Memorial Day, Independence Day, Labor 
Day, Veterans’ Day, Columbus Day, Thanksgiving Day or 
Christmas Day. 


(3) Methods for verifying identity — appearance in person, 
For the purpose of verifying his identity, an individual seek- 
ing information as to records pertaining to him or access to 
those records shall furnish documentation that may rea- 
sonably be relied on to establish the individual’s identity. 
Such documentation might include a valid birth certificate, 
driver’s license, employee or military identification card, or 
medicare card. 


(4) Method for verifying identity by mail. Where an individ- 
ual cannot appear at one of the Commission’s Offices for 
the purpose of verifying his identity, he may submit along 
with the request for information or access a signed and 
notarized statement attesting to his identity. Where access 
is being sought the sworn statement shall include a repre- 
sentation that the records being sought pertain to the in- 
dividual and a stipulation that the individual is aware that 
knowingly and willfully requesting or obtaining records 
pertaining to an individual from the Commission under 
false pretenses is a criminal offense. 


(5) Additional procedures for verifying identity. When it 
appears appropriate there may be made such other arrange- 
ments for the verification of identity as are reasonable 
under the circumstances and appear to be effective to pre- 
vent unauthorized disclosure of or access to individual 
records. 


(b) Acknowledgement of requests for information pertain- 
ing to individual records in a record system or for access to 
individual records. 


(1) Except where an immediate acknowledgement is given 
for requests made in person, the Commission will acknowl- 
ege receipt of a request for information pertaining to in- 
dividual records in a record system within 10 days after the 
receipt of such request. The Commission will process 
requests as promptly as possible and a response to such 
requests will be given within 30 days (excluding Saturdays, 
Sundays, and legal holidays) unless, within the 30 day 
period and for cause shown, the Commission shall notify 
the individual making the request in writing that a longer 
period is necessary. 


(2) When an individual appears in person at the Commis- 
sion’s Public Reference Room in Washington, D.C., or at 
one of its Regional or Branch Offices to request access to 
records pertaining to him, and such individual provides the 
required information and verification of identity, the Com- 
mission’s staff, if practicable, will indicate at that time 
whether it is likely that the individual will be given access 
to the records and, if so, when and under what circum- 
stances such access will be given. In the case of requests re- 
ceived by mail, the Commission, whenever practicable, will 
acknowledge receipt of the request within 10 days after 
receipt (excluding Saturdays, Sundays, and legal holidays). 
The acknowledgement will indicate, if practicable, whether 
or not access likely will be granted and, if so, when and 
under what circumstances. 
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§200.304 Disclosure of Requested Records 


(a) /nitial review. Request by individuals for access to 
records pertaining to them will be referred to the Commis- 
sion’s Privacy Act Officer who initially will determine 
whether access will be granted, Provided, however, that a 
Director of a staff Division of the Commission or Office 
head whose zone of responsibility relates to the record re- 
quested (see 17 CFR 200.13 et seg.), may make a deter- 
mination that access is not lawfully required to be granted 
and should not be granted, in which case he, and not the 
Privacy Act Officer, shall make the required notification to 
the individual making the request. 


(b) Grant of request for access. 


(1) If it is determined that a request for access to records 
pertaining to an individual will be granted, the individual 
will be advised by mail that access will be given at the 
designated Office of the Commission or a copy of the 
requested record will be provided by mail if the individual 
shall so indicate. Where the individual requests that copies 
of the record be mailed to him or requests copies of the 
record upon reviewing it at a Commission Office, the 
individual shall pay the cost of making the requested 
copies, as more fully described in Section 310 of this 
Subpart. 


(2) In granting access to an individual to a record pertain- 
ing to him the Commission shall take such steps as are 
necessary to prevent the unauthorized disclosure at the 
same time of information pertaining to individuals other 
than the person making the request or of other information 
that does not pertain to the individual. 


(c) Denial of request for access. \f it is determined that 
access will not be granted, the individual making the re- 
quest will be notified of that fact and given the reasons why 
access is being denied. The individual also will be advised 

(1) of his right to seek review by the Commission of the 
initial decision to deny access, in accordance with the pro- 
cedures set forth in Section 308 of this Subpart; and (2) of 
his right ultimately to obtain judicial review pursuant to 

5 U.S.C. 552a(g)(1)(A) of a final denial of access by the 
Commission. 


(d) Time for acting on requests for access. Access to a 
record pertaining to an individual normally will be granted 
or denied within 30 days (excluding Saturdays, Sundays 
and legal holidays) after the receipt of the request for 
access by the Commission unless the Commission notifies 
the individual making the request within the 30 day period 
that, for good cause shown, a longer time is required. In 
such cases, the Commission shall inform the individual who 
made the request in writing of the difficulties encountered 
and indicate when it is anticipated that access may be 
granted. 


(e) Authorization to allow designated person to review and 
discuss records pertaining to another individual. An individ- 
ual who is granted access to records pertaining to him and 
who appears at a Commission Office to review the records 
may be accompanied by another person of his choosing. 
Where the records as to which access has been granted are 
Not required to be disclosed under provisions of the 





Freedom of Information Act, 5 U.S.C. 552, as amended, 
the individual requesting the records, before being granted 
access, shall execute a written statement, signed by him and 
the person accompanying him, which specially authorizes 
the latter individual to review and discuss the records. If 
such authorization has not been given as described, the 
person who has accompanied the individual making the 
request will be excluded from any review or discussion of 
the records. 


(f) Exclusion for certain records. Nothing contained in 
these rules shall allow an individual access to any record 
pertaining to him that was compiled in reasonable anticipa- 
tion of a civil action or proceeding. 


§200.305 Special Procedure: Medical Records 


(a) Statement of physician or mental health professional. 
When an individual requests access to records pertaining to 
him that include medical and/or psychological information, 
the Commission, if it deems it necessary under the partic- 
ular circumstances, may require the individual to submit 
with the request a signed statement by his physician or a 
mental health professional indicating that, in his view, dis- 
closure of the requested records or information directly to 
the individual will not have an adverse effect on the in- 
dividual. 


(b) Designation of physician or mental health professional 
to receive records. \f the Commission believes, in good faith, 
that disclosure of medical and/or psychological informa- 
tion directly to an individual could have an adverse effect 
on that individual, the individual may be asked to designate 
in writing a physician or mental health professional to 
whom he would like the records to be disclosed, and dis- 
closure that otherwise would be made to the individual will 
instead be made to the designated physician or mental 
health professional. 


§200.306 Requests for Amendment or Correction of 
Records 


(a) Place to make requests. Requests by an individual to 
amend records pertaining to him may be made in person 
during normal business hours at the Commission’s Public 
Reference Room located at 1100 L Street, N.W., Washing- 
ton, D.C., or by mail addressed to the Securities and Ex- 
change Commission, Privacy Officer, Public Reference Sec- 
tion, Washington, D.C. 20549. 


(1) information to be included in requests. Each request 

to amend a Commission record shall reasonably describe 
the record sought to be amended. Such description should 
include, for example, relevant names, dates and subject 
matter to permit the record to be located among the 
records maintained by the Commission. An individual who 
has requested that a record pertaining to him be amended 
will be advised promptly if the record cannot be located on 
the basis of the description given and that further identify- 
ing information is necessary before his request can be 
satisfied. An initial evaluation of a request presented in per- 
son will be made immediately to ensure that the request is 
complete and to indicate what, if any, additional informa- 
tion will be required. Verification of the individual's 
identity as set forth in Sections 303(a)(2), (3), (4) 
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and (5) of this Subpart may also be required. 


(2) Basis for amendment or correction. An individual re- 
questing an amendment or correction to a record pertain- 
ing to him shall specify the substance of the amendment or 
correction and set forth facts and provide such materials 
that would support his contention that the record pertain- 
ing to him as maintained by the Commission is not 
accurate, timely or complete, or why it is not necessary 
and relevant to accomplish a statutory purpose of the Com- 
mission as authorized by law or by executive order of the 
President. 


(b) Acknowledgement of requests for amendment or cor- 
rection. The Commission normally will acknowledge in 
writing the receipt of a request to amend a record pertain- 
ing to an individual within 10 days after such request has 
been received. When a request to amend is made in person, 
the individual making the request will be given a written 
acknowledgement when the request is presented. The 
acknowledgement will describe the request received and 
indicate when it is anticipated that action will be taken on 
the request. No acknowledgement will be sent when the 
request for amendment will be reviewed and an initial 
decision made within 10 days from the date the request is 
received. 


§200.307 Review of Requests for Amendment 


(a) /nitial review. As in the case of requests for access, 
requests by individuals for amendment to records pertain- 
ing to them will be referred to the Commission’s Privacy 
Act Officer for an initial determination, except that such 
requests may be considered by a Division Director or 
Office Head as set forth in Section 304(a) of this Subpart. 


(b) Standards to be applied in reviewing requests. \n review- 
ing requests to amend or correct records, the Privacy Act 
Officer will be guided by the criteria set forth in 5 U.S.C. 
552a(e)(1) that records maintained by the Commission 
contain only such information as is necessary and relevant 
to accomplish a statutory purpose of the Commission as 
required by statute or executive order of the President and 
that such information also is accurate, timely, and com- 
plete. These criteria will be applied whether the request is 
to add material to a record or to delete information from 
a record. 


(c) Time for acting on requests. Review of a request by an 
individual to amend a record pertaining to him shall be 
compelted as promptly as is reasonably possible and nor- 
mally within 30 days (excluding Saturdays, Sundays and 
legal holidays) from the date the request for amendment 
was received, unless unusual circumstances preclude com- 
pletion of review within that time. If the anticipated com- 
pletion date indicated in the acknowledgement cannot be 
met, the individual requesting the amendment will be 
advised in writing of the delay and the reasons therefor and 
also when action is expected to be completed. 


(d) Grant of requests to amend or correct records. \f the 
request to amend a record is granted in whole or part, the 
Privacy Act Officer will 1) advise the individual making the 
request in writing of the extent to which it has been 
granted; 2) correct the record accordingly; and 3) where an 
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accounting of disclosures of the record has been kept pur- 
suant to 5 U.S.C. 552a(c), advise all previous recipients of 
the record of the fact that the record has been amended 
and the substance of the amendment. 


(e) Denial of requests to amend or correct records. \f an 
individual's request‘to amend records pertaining to him is 
denied in whole or in part, the Privacy Act Officer will 1) 
promptly advise the individual making the request in writ- 
ing of the extent to which the request has been denied; 2) 
state the reasons for the denial of the request; 3) describe 
the procedures established by the Commission to obtain 
further review within the Commission of the request to 
amend, including the name and address of the person to 
whom the appeal is to be addressed; and 4) inform the 
individual that the Privacy Act Officer will provide informa- 
tion and assistance to the individual in perfecting an appeal 
of the initial decision. 


§200.308 Appeal of Initial Adverse Agency Determination 
as to Access or as to Correction or Amendment 


(a) Administrative review. Any person who has been 
notified pursuant to Section 304(c) of this Subpart that his 
request for access to records pertaining to him has been 
denied or pursuant to Section 307(e) of this Subpart that 
his request for amendment has been denied in whole or in 
part, or who has received no response to a request for access 
or to amend within 30 days (excluding Saturdays, Sundays 
and legal holidays) after his request was received by the 
Commission's staff (or within such extended period as may 
be permitted in accordance with Sections 304(d) and 
307(c) of this Subpart), may appeal the adverse determina- 
tion or failure to respond by applying for an order of the 
Commission determining and directing that access to the 
record be granted or that the record be amended or cor- 
rected in accordance with his request. 


(1) The application shall be in writing and shall describe the 
record in issue and set forth the proposed amendment and 
the reasons therefor. 


(2) The application should be delivered to the Office of 
the Privacy Act Officer or mailed to the Securities and 
Exchange Commission, Privacy Act Officer, Washington, 
D.C. 20549. 


(3) The applicant, if he wishes, may state such facts and 
cite such legal or other authorities as he may consider 
appropriate in support of his application. 


(4) The Commission will make a determination with respect 
to any appeal within 30 days after the receipt of such 
appeal unless, for good cause shown, the Chairman of the 
Commission shall extend that period. If such an extension 
is made, the individual who is appealing shall be advised in 
writing of the extension, the reasons therefor and the 
anticipated date when the appeal will be decided. 


(5) In considering an appeal from a denial of a request to 
amend a record, the Commission shall apply the same 
standards as set forth in Section 307(b) of this Subpart. 


(6) If the Commission shall conclude that access should be 
granted it shall issue an order granting access and instruct- 
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ing the Privacy Act Officer to comply with Section 
304(b) of this Subpart. 


(7) If the Commission shall conclude that the request to 
amend should be granted in whole or in part, it shall issue 
an order granting the requested amendment in whole or in 
part and instructing the Privacy Act Officer to comply with 
the requirements of Section 307(d) of this Subpart. 


(8) If the Commission affirms the initial decision denying 
access, it shall issue an order denying access and advise the 
individual seeking access of A) the Commission’s order; B) 
the Commission’s reasons for denying access; and C) the 
individual's right to obtain judicial review of the Commis- 
sion’s decision pursuant to 5 U.S.C. 552a(g)(1)(B). 


(9) If the Commission determines that the decision of the 
Privacy Act Officer should be upheld it shall issue an order 
denying the request to amend and the individual shall be 
advised of A) the Commission’s order refusing to amend 

the record and the reasons therefor; B) his right to file a 
concise statement setting forth his disagreement with the 
Commission’s decision not to amend the record; C) the 
procedures for filing such a statement of disagreement with 
the Commission; D) the fact that any such statement of dis- 
agreement will be made available to anyone to whom the 
record is disclosed, together with, if the Commission deems 
it appropriate, a brief statement setting forth the Commis- 
sion’s reasons for refusing to amend; E) the fact that prior 
recipients of the record in issue will be provided with the 
statement of disagreement and the Commission's statement, 
if any, to the extent that an accounting of such disclosures 
has been maintained pursuant to 5 U.S.C. 552a(c); and F) 
the individual’s right to seek judicial review of the Com- 
mission’s refusal to amend pursuant to 5 U.S.C. 552a(g) 
(1)(A). 


(b) Statement of disagreement. As noted in paragraph 
(a)(9)(B) above, an individual may file with the Commis- 
sion a statement setting forth his disagreement with the 
Commission’s denial of his requested amendment. 


(1) Such statement of disagreement shall be delivered to 
the Office of the Privacy Act Officer or mailed to the 
Securities and Exchange Commission, Privacy Act Officer, 
Washington, D.C. 20549, within 30 days after receipt by 
the individual of the Commission’s order denying the 
amendment. For good cause shown this period can be ex- 
tended for a reasonable period. 


(2) Such statement of disagreement shall concisely state 
the basis for the individual’s disagreement. Generally a 
statement should be no more than two pages in length 
except where an individual may submit a slight!y longer 
Statement if it is necessary to set forth his disagreement 
effectively. Unduly lengthy or irrelevant materials will be 
returned to the individual by the Commission for appropri- 
ate revisions before they become a permanent part of the 
individual’s record. 


(3) The record about which a statement of disagreement 
has been filed will clearly note which part of the record is 
disputed and the Commission will provide copies of the 
statement of disagreement and, if the Commission deems it 
appropriate, provide a concise statement of its reasons for 











refusing to amend the record, to persons or other agencies 
to whom the record has been or will be disclosed. 


§200.309 General Provisions 


(a) Extensions of time. Pursuant to Sections 303(b), 
304(d), 307(c) and 308(a)(4) of this Subpart the Commis- 
sion may, for good cause shown or because of unusual cir- 
cumstances, extend the time within which it normally 
would process requests for information, access or amend- 
ment by an individual with respect to records maintained 
by the Commission that pertain to him. As used in these 
rules, “good cause” and “unusual circumstances” shall 
include, but only to the extent reasonably necessary to the 
proper processing of a particular request — 


(1) The need to search for and collect the requested 

records from field facilities or other establishments that are 
separate from the Office processing the request. Many 
records of the Commission are stored in Federal Records 
Centers in accordance with law — including many of the 
documents which have been on file with the Commission 
for more than 2 years — and cannot be made available 
promptly. Other records may temporarily be located at a 
regional or branch office of the Commission. Any person 
who has requested for personal examination a record stored 
at the Federal Records Center or temporarily located in a 
regional or branch office of the Commission will be notified 
when the record will be made available to him. 


(2) The need to search for, collect, and appropriately 
examine a voluminous amount of separate and distinct 
records which may be demanded in a single request. While 
every reasonable effort will be made fully to comply with 
each request as promptly as possible on a first-come, first- 
served basis, work done to search for, collect and appropri- 
ately examine records in response to a request for a large 
number of records will be contingent upon the availability 
of processing personnel in accordance with an equitable 
allocation of time to all members of the public who have 
requested or wish to request records. 


(3) The need for consultation, which shall be conducted 
with all practicable speed, with another agency having a 
substantial interest in the determination of the request or 
among two or more components within the Commission 
having substantial subject-matter interest therein. 


(b) Effective date of action. Whenever it is provided in this 
Subpart that an acknowledgement or response to a request 
will be given by specific times, deposit in the mails of such 
acknowledgement or response by that time, addressed to 
the person making the request, will be deemed full 
compliance. 


(c) Records in use by a member of the Commission or its 
staff. Although every effort will be made to make a record 
in use.by a member of the Commission or its staff available 
when requested, it may occasionally be necessary to delay 
making such a record available when doing so at the time 
the request is made would seriously interfere with the work 
of the Commission or its staff. 


(d) Missing or lost records. Any person who has requested a 
record or a copy of a record pertaining to him will be 
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notified if the record sought cannot be found. If he so 
requests, he will be notified if the record subsequently is 
found. 


(e) Oral requests; misdirected written requests. 


(1) Telephone and other oral requests. Before responding 
to any request by an individual for information concerning 
whether records maintained by the Commission in a system 
of records pertain to him or requests for access to records 
by an individual, such requests must be in writing and 
signed by the individual making the request. The Commis- 
sion will not entertain any appeal from an alleged denial or 
failure to comply with an oral request. Any person who has 
orally requested information or access to records pertain- 
ing to him that he believes to have been improperly denied 
to him should resubmit his request in appropriate written 
form in order to obtain proper consideration and, if need 
be, administrative review. 


(2) Misdirected written requests. The Commission cannot 
assure that a timely or satisfactory response will be given 
to written requests for information, access or amendment 
by an individual with respect to records pertaining to him 
that are directed to the Commission other than in the 
manner prescribed in Sections 303(a), 306(a), 308(a)(2) 
and 310 of this Subpart. Any staff member who receives 

a written request for information, access or amendment 
should promptly forward the request to the Public Refer- 
ence Section. Misdirected requests for records will be con- 
sidered to have been received by the Commission only 
when they have been actually received by the Public Refer- 
ence Section or Privacy Act Officer in cases under 
308(a)(2). The Commission will not entertain any appeal 
from an alleged denial or failure to comply with a mis- 
directed request, unless it is clearly shown that the request 
was in fact received by the Public Reference Section or 
Privacy Act Officer. 


§200.310 Fees 


A request by an individual for copies of his record may be 
made in person during normal business hours at the Public 
Reference Room at 1100 L Street, N.W., Washington, D.C. 
or by mail addressed to the Securities and Exchange Com- 
mission, Public Reference Section, Washington, D.C. 
20549. If the request is granted, there will be no charge 
assessed to the individual for the Commission’s expense 
involved in searching for or reviewing the record. Copies of 
the Commission’s records will be provided by a com- 


mercial copier or by the Commission at rates established by 


a contract between the copier and the Commission. Rec- 
ords will be copied onto 8%” x 14” pages at the cost of 

15 cents per page. Copying machines are provided at the 
Washington, D.C., New York, Los Angeles, and Chicago 

public reference rooms, where the individual may make 

for himself copies at a cost of 12 cents per page. 


§200.311 Penalties 


Title 18 U.S.C. Sec. 1001 makes it a criminal offense, sub- 
ject to a maximum fine of $10,000 or imprisonment for 
not more than 5 years or both, to knowingly and willingly 
make or cause to be made any false or fraudulent state- 
ments or representations in any matter within the jurisdic- 
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tion of any agency of the United States. 5 U.S.C. 552a(i) 
makes it a misdemeanor punishable by a fine of not more 
than $5,000 for any person to knowingly and willfully 
request or obtain any record concerning an individual from 
the Commission under false pretenses. 5 U.S.C. 552a(i)(1) 
and (2) provide criminal penalties for certain violations of 
the Privacy Act by officers and employees of the Com- 
mission. 

*s # 
Any person interested in these proposed regulations is 
invited to submit written data, views or arguments pertain- 
ing to them to George A. Fitzsimmons, Secretary, Securi- 
ties and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549, on or before September 12, 
1975. Comments should be marked “Privacy Act Regula- 
tions” to ensure expeditious consideration and, in addition, 
reference should be made to file number S7-575. All com- 
munications will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 33-5605/August 8, 1975 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-11580/August 8, 1975 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 35-19122/August 8, 1975 


TRUST INDENTURE ACT OF 1939 
Release No. 39-406/August 8, 1975 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 1A-469/August 8, 1975 


INVESTMENT COMPANY ACT OF 1940 
Release No. IC-8882/August 8, 1975 


Notice is hereby given that the Chairman of the Securities 
and Exchange Commission proposes to exempt certain 
systems of records that are maintained by the Securities 
and Exchange Commission from specified provisions of 
the Privacy Act of 1974. Pursuant to Section (k) of the 
Act, the head of any Federal agency that maintains a sys- 
tem of records, from which records pertaining to an 
individual can be retrieved by reference to the individual’s 
name or to an identifying number, symbol or other iden- 
tifying particular assigned to the individual, may promul- 
gate certain exemptive rules. 


Among the systems of records that are maintained by the 
Commission 1/ are the following, each of which includes 
investigatory materials that were compiled in connection 
with the Commission’s enforcement responsibilities under 
the federal securities laws. 


1. Division of Enforcement Investigative Working Files 


2. Securities Violation Records and Bulletin 
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3. Investigatory Files—SEC 


4. Division of Enforcement Preliminary Market Surveillance 
Inquiries 


5. Atlanta Regional Office General Index of Files and 
Atlanta Regional Office Investigatory Files 


6. Boston Regional Office Investigation Index File System 
and Boston Regional Office Investigatory Files 


7. Chicago Regional Office Index Cards and Chicago Re- 
gional Office Investigatory Files 


8. Cleveland Branch Office Investigatory Files and Cleve- 
land Branch Office Index Cards 


9. Denver Regional Office Cross-Reference Index Cards and 
Denver Regional Office investigatory Files 


10. Detroit Branch Office Investigatory Files and Detroit 
Branch Office Index Cards 


11. Fort Worth Regional Office General Indices and Fort 
Worth Regional Office investigatory Files 


12. Houston Branch Office General Indices and Houston 
Branch Office investigatory Files 


13. Los Angeles Regional Office Investigative Files 


14. Miami Branch Office General Index of Files and Miami 
Branch Office Investigatory Files 


15. New York Regional Office Master Card Index and New 
York Regional Office Investigatory Files 


16. New York Regional Office Index of Complaints 

17. Philadelphia Branch Office Investigatory Files 

18. Saint Louis Branch Office Investigative Files and Saint 
Louis Branch Office Inquiry, Complaint and General 


Reference Files 


19. Salt Lake City Branch Office Cross-Reference Index 
Cards and Salt Lake City Branch Office investigatory Files 


20. San Francisco Branch Office Investigative Files and San 
Francisco Branch Office Regulation A Files 


21. Seattle Regional Office Master Card Index and Related 
Regulatory, Investigatory, and Legal Files Systems 


22. Washington Regional Office Investigatory Files 
23. Office of the General Counsel Working Files 
24. Office of the Chief Accountant Working Files 
25. Investigations and Actions Index 

26. Complaint Processing System 


27. Investor Service Complaint Index 





28. Name-Relationship Index System 


29. Rule 2(e) of the Commission’s Rules of Practice — 
Appearing or Practicing Before the Commission 


30. Division of Enforcement Liaison Working Files 


To the extent that these systems of records contain ma- 
terials that were compiled for law enforcement purposes, 
they would be exempted pursuant to Section (k)(2) of the 
Act, 5 U.S.C. 552a(k)(2), from Sections (c)(3), (d), (e)(1), 
(e)(4)(G), (H) and (1), and (f) of the Privacy Act, 5 U.S.C. 
552a(c)(3), (d), (e)(1), (e)(4)(G), (H) and (1) and (f), 
except under the circumstances set forth in the proviso to 
Section (k)(2) of the Act, 5 U.S.C. 552a(k)(2). 2/ 


The Commission’s systems of records also include the fol- 
lowing systems: 


1. Office of Personnel Code of Conduct and Employee 
Performance Files 


2. Personnel Security Files 


These files contain investigatory materials that were com- 
piled in connection with the individual's initial appoint- 
ment to the staff of the Commission as well as investigatory 
materials compiled in connection with consideration of the 
individual’s continued suitability to be an employee of the 
Commission. Such records often contain information that 
has been obtained from individuals pursuant to a promise 
by the Commission to maintain the confidentiality of their 
identity. Pursuant to Section (k)(5) of the Privacy Act, 

5 U.S.C. 552a(k)(5), this system of records would be 
exempted from Sections (c)(3), (d), (e)(I), (e)(4)(G), (H), 
and (1), and (f) of the Act, 5 U.S.C. 552a(c)(3), (d), (e)(1), 
(e)(4)(G), (H) and (1), and (f), insofar as it contains in- 
vestigatory material compiled for determining the individ- 
ual’s suitability for employment by the Commission. This 
exemption will be applicable only to the extent that the 
disclosure of such investigatory materials would reveal the 
identity of a source who furnished information to the 
Government under an express promise that the individual's 
identity will be held in confidence, or, prior to September 
27, 1975, an implied promise by the Commission that the 
individual's identity will be held in confidence. 


Any person interested in these proposed exemptions is 
invited to submit written data, views or arguments pertain- 
ing to them to Georae A. Fitzsimmons, Secretary, Securi- 
ties and Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549, on or before September 12, 

1975. Envelopes should be marked “Privacy Act Exemp- 
tions” to ensure expeditious consideration. Reference 
should be made to file number $7-576. All communications 
will be available for public inspection. 





The text of the proposed exemption is as follows: 


§200.312 - Specific Exemptions. Pursuant to Section (k) 
of the Privacy Act of 1974, the Chairman of the Securities 
and Exchange Commission has deemed it necessary to 
promulgate the following exemptions to specified 
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provisions of the Privacy Act: 


1. Pursuant to, and limited by 5 U.S.C. 552a(k)(2), the fol- 
lowing systems of records maintained by the Commission 
shall be exempted from 5 U.S.C. 552a(c)(3), (d), (e)(1), 
(e)(4)(G), (H) and (I) and (f) insofar as they contain in- 
vestigatory materials compiled for law enforcement pur- 
poses: Division of Enforcement Investigative Working Files; 
Securities Violation Records and Bulletin; Investigatory 
Files—SEC; Division of Enforcement Preliminary Market 
Surveillance Inquiries; Atlanta Regional Office General 
Index of Files and Atlanta Regional Office Investigatory 
Files; Boston Regional Office Investigation Index File Sys- 
tem and Boston Regional Office Investigatory Files; 
Chicago Regional Office Index Cards and Chicago Regional 
Office investigatory Files; Cleveland Branch Office In- 
vestigatory Files and Cleveland Branch Office Index Cards; 
Denver Regional Office Cross-Reference Index Cards and 
Denver Regional Office Investigatory Files; Detroit Branch 
Office Investigatory Files and Detroit Branch Office Index 
Cards; Fort Worth Regional Office General Indices and 
Fort Worth Regional Office Investigatory Files; Houston 
Branch Office General Indices and Houston Branch Office 
investigatory Files; Los Angeles Regional Office Investiga- 
tive Files; Miami Branch Office General Index of Files and 
Miami Branch Office Investigatory Files; New York Re- 
gional Office Master Card Index and New York Regional 
Office Investigatory Files; New York Regional Office Index 
of Complaints; Philadelphia Branch Office Investigatory 
Files; Saint Louis Branch Office Investigative Files and 
Saint Louis Branch Office Inquiry, Complaint and General 
Reference Files; Salt Lake City Branch Office Cross-Refer- 
ence Index Cards and Salt Lake City Branch Office In- 
vestigatory Files; San Francisco Branch Office Investiga- 
tive Files and San Francisco Branch Office Regulation A 
Files; Seattle Regional Office Master Card Index and Re- 
lated Regulatory, Investigatory, and Legal Files Systems; 
Washington Regional Office Investigatory Files; Office of 
the General Counsel Working Files; Office of the Chief 
Accountant Working Files; Investigations and Actions 
Index; Complaint Processing System; Investor Service Com- 
plaint Index; Name-Relationship Index System; Rule 2(e) 
of the Commission’s Rules of Practice — Appearing or 


Practicing Before the Commission; Division of Enforcement 


Liaison Working Files. 


2. Pursuant to 5 U.S.C. 552a(k)(5) the system of records 
containing the Commission’s Office of Personnel Code of 
Conduct and Employee Performance Files shall be exempt 
insofar as it contains investigatory material compiled to 
determine an individual's initial or continued employment 
with the Commission but only to the extent that the dis- 
closure of such material would reveal the identity of a 


source who furnished information to the Government under 


an express promise that the identity of the source would 
be held in confidence, or, prior to September 27, 1975, 
under an implied promise that the identity of the source 
would be held in confidence. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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1/ These systems of records will be described in greater 
detail in the notices of the Commission’s systems of 
records which will shortly be published in the Federa/ 
Register pursuant to Section (e)(4) of the Privacy Act, 

5 U.S.C. 552a(e) (4). 


2/ Section (k)(2) of the Act provides that the head of 
an agency may promulgate rules exempting: 


“Investigatory materials compiled for law enforcement pur- 


poses . . . Provided, however, That if any individual is 
denied any right, privilege, or benefit that he would other- 
wise be entitled by Federal Law, or for which he would 
otherwise be eligible, as a result of the maintenance of such 
material, such material shall be provided to such individual 
except to the extent that the disclosure of such material 
would reveal the identity of a source who furnished infor- 
mation to the Government under an express promise that 
the identity of the source would be held in confidence or, 
prior to the effective date of this section, under an implied 
promise that the identity of the source will be held in 
confidence.” 





SECURITIES ACT OF 1933 
Release No. 5606/August 11, 1975 


Admin. Proc. File No. 3-4621 
In the Matter of 


VALLEY RANCHES, LTD. 
Seattle, Washington 
(24S-2596) 


FINDINGS AND ORDER PERMANENTLY SUSPEND- 
ING REGULATION A EXEMPTION 


A notification and offering circular and amendments there- 
to were filed with the Commission for the purpose of 
obtaining an exemption from the registration requirements 
of the Securities Act, pursuant to Section 3(b) thereof and 
Regulation A thereunder, with respect to a public offering 
of 500 units at $1,000 per unit of limited partnership 
interests in Valley Ranches, Ltd., a proposed limited part- 
nership to be formed upon the sale of the 500 units. North 
Valley Ranches, Inc. was to be the general partner of Val- 
ley Ranches, Ltd. 


The Commission issued an order temporarily suspending 
the exemption. And North Valley Ranches, Inc., on behalf 
of itself and the proposed partnership, thereafter submitted 
a stipulation and consent. Solely for the purpose of dispos- 
ing of these proceedings, and without admitting or denying 
the allegations in the temporary suspension order, North 
Valley Ranches, Inc. consents to the findings set forth 
below and to the entry of an order permanently suspending 
the exemption. 


On the basis of the stipulation and consent, it is found that: 


1. The notification and offering circular contained material- 
ly false and misleanding statements concerning the fair 
market value of the land to be purchased by the partner- 
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ship, the extent to which such land could be utilized profit- 
ably for agricultural purposes, the experience and training 
in farming operations of the persons who would manage 
such land, the limitations on the availability of irrigation 
water for use on such land, the losses suffered by investors 
in a previous limited partnership venture promoted by the 
president of North Valley Ranches, Inc., and the compensa- 
tion received by him and management practices in another 
limited partnership venture promoted by him. 


2. The United States District Court in Los Angeles, Cali- 
fornia, issued an injunction against the underwriter of the 
proposed offering after the filing of the notification. Such 
injunction would have rendered the Regulation A exemp- 
tion unavailable if it had been issued prior to such filing. 


3. The offering would be made in violation of Section 17 
of the Securities Act. 


In light of the foregoing, it is appropriate to enter an order 


permanently suspending the exemption under Regulation A. 


Accordingly, 1T 1S ORDERED, pursuant to Rule 261 of 
Regulation A under the Securities Act, that the exemption 
from registration with respect to the above public offering 
of securities of Valley Ranches, Ltd. be, and it hereby is, 
permanently suspended. 


For the Commission by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11566/August 14, 1975 


The Securities and Exchange Commission today announced 
pursuant to Section 12(k) of the Securities Exchange Act of 
1934 (“Exchange Act’’) the temporary suspension of over- 
the-counter trading in the securities of Systematic Tax, Inc. 
for the ten-day period commencing at 12:10 p.m. (EDT) 
August 14, 1975 and terminating at midnight (EDT) on 
August 23, 1975. Systematic Tax is a Delaware corporation 
with corporate headquarters at 205 West Wacker Drive, 
Chicago, Ilinois. 


The suspension of trading was initiated due to questions 
relating to recent market activity in the securities of 
Systematic Tax, Inc. 


The Commission cautions broker-dealers, shareholders and 
prospective -purchasers that they should consider carefully 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the 


fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the suspension, no quotation may 
be entered unless and until they have strictly complied with 
all of the provisions of said rule. If any broker or dealer has 
any questions as to whether or not he has complied with 
said rule, he should not enter any quotation but immedi- 
ately contact the staff of the Securities and Exchange Com- 
mission, Division of Enforcement in Washington, D.C. If 
any broker or dealer is uncertain as to what is required by 
Rule 15c2-11, he should refrain from entering quotations 
relating to the securities in question until such time as he 
has familiarized himself with said rule and is certain that 

all of its provisions have been met. If any broker or dealer 
enters any quotation which is in violation of said rule, the 
Commission will consider the need for prompt enforcement 
action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11577/August 8, 1975 


The Securities and Exchange Commission has ordered the 
institution of public administrative proceedings against 
Lamb Brothers, Inc., an Oregon corporation, and Clyde C. 
Lamb, Jr., its president and controlling stockholder. Lamb 
Brothers, Inc. is registered with the Commission as a 
broker-dealer. 


The proceedings are based on allegations by the staff that 
respondents willfully violated and willfully aided and 
abetted violations of the net capital and the financial report- 
ing requirements of the Securities Exchange Act of 1934, 
and upon allegations such persons have been permanently 
enjoined from engaging in such conduct. 


A hearing will be scheduled by further order to take evid- 
ence on the staff charges and to afford the respondents an 
opportunity to offer any defenses thereto, for the purpose 
of determining whether the allegations are true, and if so, 
whether any action of remedial nature is necessary or 
appropriate in public interest. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11578/August 8, 1975 


The Securities and Exchange Commission has ordered 
public administrative proceedings under the Securities Ex- 
change Act of 1934 (1934 Act) against Financial Service 
Corporation of America, Inc. (Registrant), an Atlanta, 
Georgia securities dealer, Financial Service Corporation 
International, Inc. (FSCI), the parent company of Reg- 
istrant, Bobby D. Anderson (Anderson), president of Reg- 
istrant and FSCI, William W. Wilkes (Wilkes), treasurer of 
Registrant and FSCI, Donald E. Hall (Hall), former execu- 
tive vice-president of Registrant and FSCI, Roy L. Poppell 
(Poppell), former treasurer of Registrant and FSCI, FSC 
Properties (Properties), an affiliate of Registrant, and 
Joseph H. Harman (Harman), former president of Properties. 


The proceedings are based upon the allegations of the Com- 
mission's staff that, during the period between September 
30, 1973 to on or about August 30, 1974, Registrant, 
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Properties, FSCI, Anderson, Hall and Harman violated and 
Schreeder aided and abetted in the violation of the anti- 
fraud provisions of the Securities Act of 1933 and the 1934 
Act in the offer and sale of investment contracts in the 


nature of limited partnership agreements sold by Registrant. 


The order also alleges that from September 30, 1973 to 
date, FSCA violated and Anderson, Hall, Poppell and 
Wilkes aided and abetted in the violation of the anti-fraud 
provision of the 1934 Act in that they failed to segregate 
customer funds as required under the conditions of the 
offering. It is further alleged that from September 30, 1973 
to date, Registrant violated and Poppell and Wilkes aided 
and abetted in the violations of the Commission’s books 
and record keeping requirements to which they were sub- 
ject and that Registrant, Anderson and Hall failed rea- 
sonably to supervise, with the view of preventing violations 
of the books and record keeping requirements. 


A hearing will be scheduled by further order to take 
evidence on the staff allegations and to afford the respon- 
dents an opportunity to offer any defenses thereto, for the 
purpose of determining whether the allegations are true 
and if so, whether any action of a remedial nature is neces- 
sary or appropriate in the public interest. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11579/August 8, 1975 


SEE SECURITIES ACT Release No. 5604/August 8, 1975 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11580/August 8, 1975 


SEE SECURITIES ACT Release No. 5605/August 8, 1975 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11581/August 8, 1975 


Admin. Proc. File No. 3-3253 

In the Matter of 

KOSS SECURITIES CORPORATION 
1266 East 24th Street 

Brooklyn, New York 

(8-15540) 

THEODORE KOSS 


MEMORANDUM OPINION AND ORDER DISCONTINU- 
ING PROCEEDING BROKER-DEALER PROCEEDINGS 


Practice and Procedure 


Prior Exclusionary Orders—Effect of on pending proceed- 
ings 


Discontinuance 
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Broker-dealer proceedings, discontinued, where further 
sanctions would add nothing to an order previously entered 
in a factually unrelated case against the same respondents 
excluding them from the securities business. 


Findings Unaccompanied by Sanction 


Where prior exclusionary order made further sanctions in- 
appropriate and warranted discontinuance, he/d, findings 
of willful violation will nevertheless be made because such 
findings will be pertinent should respondents seek to return 
to the securities business. 


APPEARANCES: 


William D. Moran, Donald N. Malawsky, Allan M. Lerner 
and Robert Perez, of the New York Regional Office of the 
Commission, for the Division of Enforcement. 


N. George Turchin, for Koss Securities Corporation. 
Morris Weissberg, for Theodore Koss. 


In this broker-dealer proceeding, the administrative law 
judge found that Koss Securities Corporation and Theodore 
Koss, its president and major stockholder, sold over 28,000 
unregistered shares of Spectrum Ltd. in willful violation of 
Section 5 of the Securities Act. 1/ They were also found to 
have made those sales by misrepresenting the quality of the 
company and of its stock, in willful violation of the anti- 
fraud provisions of the Securities and Securities Exchange 
Acts. 2/ These findings led the administrative law judge to 
conclude that the firm's registration as a broker and dealer 
should be revoked and Koss himself barred from association 
with any broker or dealer. 3/ 


After an independent study of the record, 4/ we adopt the 
administrative law judge’s findings as our own. 5/ Respon- 
dents’ attack on the initial decision is frivolous. 6/ Were 
this a normal case, we would affirm without hesitation or 
extended discussion. 7/ 


That course is inappropriate here because: 


(1) Koss and his firm were convicted in May of 1974 on 
seven counts involving felonies in the purchase and sale of 
securities, mail fraud, and conspiracy to commit those 
offenses. 8/ That criminal proceeding was based on a 
scheme to manipulate the price of the stock of Automated 
Information Systems, Inc. 9/ It was wholly unrelated to 
this case. 


(2) The aforementioned convictions led us to institute 
another and an altogether different broker-dealer proceed- 
ing against these same respondents for the purpose of de- 
termining whether those convictions were sufficient in them- 
selves to warrant respondents’ exclusion from the securities 
business. 10/ 


(3) Respondents did not choose to answer the order that 
initiated that proceeding. 


(4) On their default, an order was entered on June 9 of this 
year revoking the firm’s broker-dealer registration and bar- 
ring Koss from association with any broker or dealer. 11/ 
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Further proceedings with respect to a broker-dealer registra- 
tion that has already been revoked are pointless. 12/ Nor is 
jt necessary to enter another order against an individual 
who has already been barred. 13/ 


Hence we shall discontinue. That does not render our find- 
ings in this case nugatory. Should Koss or his firm seek to 
return to the securities business, 14/ they will have to 
hurdle the barrier raised by this opinion 15/ in addition to 
the even more formidable one flowing from their criminal 
convictions. 16/ 


Accordingly, 1T IS ORDERED that this proceeding be, and 
it hereby is, discontinued. 


By the Commission (Chairman GARRETT and Commis- 
sioners LOOMIS, EVANS and SOMMER); Commissioner 
POLLACK not participating. 


George A. Fitzsimmons 
Secretary 


1/___ The administrative law judge found that respondents 
obtained Spectrum stock owned by Central National Fund 
from Central’s president, Louis Marder. Marder was a con- 
trolling person of Spectrum. He was engaged in a scheme to 
distribute substantial amounts of Spectrum stock to the 
public through Central and other Spectrum stockholders. 
Respondents’ claim that the exemption for dealers’ trans- 
actions given by Section 4(3) of the Securities Act applied 
to them was rejected because that exemption is inapplic- 
able where the dealer is engaged in a distribution on behalf 
of a controlling person. The administrative law judge 

found that “‘there were numerous red flags that should have 
put Koss on notice of the need for making further inquiry 
before participating in a distribution of unregistered 
Spectrum shares....” 


2/ Section 17(a) of the Securities Act, Section 10(b) of 
the Securities Exchange Act, and our Rule 10b-5 under the 
latter section. 


3/ However, Koss’s bar was coupled “with the proviso 
that after a period of 4 months from the effective date of 
this order he may apply to become associated with a reg- 
istered broker-dealer in a capacity other than one which is 
proprietary, managerial, or supervisory upon a satisfactory 
showing to the staff of the Commission that he will be 
adequately supervised and that his association with a 
broker-dealer would not otherwise be contrary to the public 
interest.” 


4/ We made that study after granting respondents’ peti- 
tion for review of the entire decision and our staff's peti- 
tion for review of the proviso with respect to Koss quoted 
in the preceding footnote. 


5/ _ Based on the testimony of seven investor witnesses, 
the administrative law judge found that respondents had 
recommended their purchase of Spectrum stock. Koss had 
told them that Spectrum was a “good stock,”’ without tell- 
ing them about Spectrum's operations and financial condi- 
tion, and that the stock would “appreciate considerably 
within two or three weeks.”” Together with respondents’ 
lack of information on Spectrum which could not have 


“afforded any reasonable basis for Koss’s predictions regard- 
ing Spectrum,” the administrative law judge found that 
Koss’s “predictions of a specific and substantial increase in 
the price of a speculative security within a relatively short 
period of time were inherently fraudulent and cannot be 
justified.” See, e.g., Kennedy, Cabot & Co., Inc., 44 S.E.C. 
216, 222 (1970). 


6/ On the other hand, our staff's exceptions to the 
proviso with respect to Koss are well-taken. Koss’s viola- 
tions were extremely serious. They involved gross and 
palpable fraud. And their gravity is certainly not mitigated 
by the administrative judge’s observation after seeing and 
hearing the witnesses that “Koss‘s flat denials of various 
statements he made to the customers . . . would not win 
him any kudos for candor.” In these circumstances we do 
not see how Koss’s return to the securities business in any 
Capacity after a mere four months could possibly be viewed 
as compatible with the public interest or with the Ex- 
change Act's remedial objectives. 


7/ ~~~ Were it not for the proviso with respect to Koss which 
we should be constrained to expunge (compare Crow, 
Brourman & Chatkin, Inc., 42 S.E.C. 938, 950-951 (1966); 
Richard Bruce & Co., Inc., 43 S.E.C. 777, 783-784 (1968), 
applications for rehearing and requests for leave to adduce 
additional evidence denied sub nom. Melvyn Hiller, 43 
S.E.C. 969 (1968), affirmed sub nom. Fink v. S.E.C., 417 
F. 2d 1058 (C.A. 2, 1969) ), summary affirmance pursuant 
to the last paragraph of Rule 17(d) of our Rules of Practice 
would probably be deemed appropriate. Compare Spence 
& Green Chemical Company, Securities Act Release No. 
5490 (April 30, 1974), 4 SEC Docket 223. 


8/ Koss was also found to have submitted false docu- 
ments to us. 


9/ United States v. Theodore Koss, et al., U.S.D.C., 
S.D.N.Y., 73 Cr. 903. The United States Court of Appeals 
for the Second Circuit affirmed the judgments of convic- 
tion. And the Supreme Court denied Koss’s petition for a 
write of certiorari. 


10/ Administrative Proceeding File No. 3-4537. 


11/ Koss Securities Corporation, Securities Exchange Act 
Release No. 11459, 7 SEC Docket 144. 


12/ See M. G. Davis & Co., Inc., Securities Exchange Act 
Release No. 11239 (February 12, 1975), 6 SEC Docket 
263. 


13/ See Bruce Halpern, Securities Exchange Act Release 
No. 11415 (May 13, 1975), 6 SEC Docket 891. 


14/ As we said in Applications for Relief from Dis- 
qualification, Securities Exchange Act Release No. 11267, 
Investment Company Act Release No. 8689, Investment 
Advisers Act Release No. 438 (February 26, 1975), 6 SEC 
Docket 346: ‘“The Commission recognizes that situations 
may exist where in light of changed circumstances and after 
the passage of a period of time, it may appear appropriate 
to the Commission, in its discretion, to permit a disqualified 
individual or firm to have the disqualification lifted, if, in 
general, the applicant can make a showing satisfactory to 
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the Commission that re-entry into the securities business 
would be consistent with the public interest.”’ Judicial 
notice has been taken of our discretionary power to lift or 
modify disqualifications. Tager v. S.E.C., 344 F. 2d 5,9 
(C.A. 2, 1965); Vanasco v. S.E.C., 395 F. 2d 349, 353 

(C.A. 2, 1968); Hanly v. S.E.C., 415 F. 2d 589, 598 (C.A. 

2, 1969); Fink v. S.E.C., 417 F. 2d 1058, 1060 (C.A. 2, 
1969). In view of the gravity of respondents’ crimes, talk 

of their possible return to the securities business is prob- 
ably academic. Nevertheless, they may at some future time 
want to make an attempt. Serious though criminal convic- 
tions are, even they do not necessarily lead to inflexible, 
lifetime bars. Cf. A. J. White & Co., Securities Exchange Act 
Release No. 10645 (February 15, 1974), 3 SEC Docket 
550, 551; F. H. Winter & Co., 11 S.E.C. 122 (1942); 

Norvin T. Harris, Jr., 29 S.E.C. 519 (1949). There is a very 
large measure of discretion in these matters. And each 
application for readmission depends on its own facts and 
circumstances. 


15/ In view of what we have said in earlier footnotes, that 
barrier is in no way weakened by the proviso that the ad- 
ministrative law judge inserted with respect to Koss’s bar. 


16/ Compare Benjamin Werner, 44 S.E.C. 886 (1972). 
See also R. Baruch and Company, 43 S.E.C. 13, 20-21 
(1966). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11582/August 8, 1975 


Admin. Proc. File No. 3-4536 
In the Matter of 


RICHARD JOHN MISHLEN 
New York, New York 


FINDINGS AND ORDER IMPOSING 
REMEDIAL SANCTION 


These are broker-dealer proceedings under the Securities 
Exchange Act with respect to Richard John Mishlen, who 
was a salesman for several registered broker-dealer firms. 
Solely for the purpose of these and any other proceedings 
pursuant to specified provisions of the Securities, Exchange, 
Investment Advisers, Investment Company, and Securities 
Investor Protection Acts, and without admitting or denying 
the allegations in the order for proceedings, Mishlen con- 
sents to findings of misconduct as alleged in that order and 
to the imposition of a specified sanction. 


On the basis of the order for proceedings and respondent's 
consent it is found that: 1/ 


1. Respondent willfully violated Section 17(a) of the 
Securities Act and Section 10(b) of the Exchange Act and 
Rule 10b-5 under the Exchange Act in that: 


a. During the period from about November 1969 to 
October 1970, respondent, in return for undisclosed 
compensation, inducements, guarantees against loss and 
other favors, induced his customers to purchase the com- 
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mon stock of Devon International, Ltd. (‘‘Devon’’) in the 
original public offering and purchase and sell the stock in 
the after-market; 


b. During the same period, respondent made material mis- 
statements and omissions concerning the matters set forth 
above, Devon's business, prospects, financial condition and 
earnings, the unusually high risk involved in an investment 
in Devon, the present and prospective value of Devon stock, 
and the interest of others in promoting and selling Devon 
stock; 


c. During the period from about January 1968 to December 
1972, respondent converted his customers’ cash and securi- 
ties to his own use. 


2. Respondent willfully aided and abetted violations of Sec- 
tion 15(c)(1) of the Exchange Act and Rule 15c1-6 there- 
under during the period from about November 1969 to 
February 1970 by selling Devon stock without first giving 
purchasers written notification of his participation or 
interest in a primary distribution of the stock. 


3. Respondent willfully aided and abetted violations of 
Section 17(a) of the Exchange Act and Rule 17a-3 there- 
under during the period from about January 1971 to 
December 1972 in that certain books and records were not 
made accurately and kept current. 


In view of the foregoing, it is in the public interest to im- 
pose the sanction to which respondent has consented. 


Accordingly, 1T 1S ORDERED that Richard John Mishlen 
be, and he hereby is, barred from association with any 
broker-dealer. 


For the Commission by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ __ The findings herein are not binding on any other 
respondent named in these proceedings. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11583/August 11, 1975 


Admin. Proc. File No. 3-4513 
In the Matter of 


JOHN C. JIANOPOULOS 
797 Teakwood Drive 
Youngstown, Ohio 


FINDINGS AND ORDER IMPOSING 
REMEDIAL SANCTION 


In these broker-dealer proceedings under the Securities 
Exchange Act, John C. Jianopoulos, a salesman for a reg- 
istered broker-dealer, has submitted an offer of settlement 
which the Commission has determined to accept. Solely for 
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the purpose of this proceeding and any other proceeding 
brought by the Commission, and without admitting or 
denying the allegations in the order for proceedings, 
respondent consents to findings of misconduct as alleged in 
that order and to the imposition of a specified sanction. 


On the basis of the order for proceedings and the offer of 
settlement, it is found that, during the period from about 
May 1972 to March 1973, respondent willfully violated 
Section 17(a) of the Securities Act and Section 10(b) of 
the Exchange Act and Rule 10b-5 thereunder in that, in the 
offer and sale of common stock of Artko Corporation, he 
made material misstatements and omissions with respect to 
Artko’s financial condition and substantial operating losses; 
its present and prospective government contracts; its 

growth potential as compared with that of established, 
highly successful companies; the speculative nature of an 
investment in the stock; prospective increases in its market 
price; the purchase of the stock by Jianopoulos for invest- 
ment; and the imminent purchase of large blocks of the 
stock by several mutual funds necessitating a hasty invest- 
ment decision by the customer. 1/ 


In view of the foregoing, it is in the public interest to 
impose the sanction specified in the offer of settlement. 


Accordingly, 1T 1S ORDERED that John C. Jianopoulos be, 
and he hereby is, suspended from being associated with any 
broker or dealer for a period of 90 days, effective as of the 
opening of business on August 25, 1975. 


For the Commission by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ _ The findings herein are not binding on any other 
respondent named in these proceedings. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11584/August 11, 1975 


The Commission announced on the entry of an order of 
public administrative proceedings against John W. Kelsey, 
John C. Barksdale, and Albert F. Jackson III, all of 
Houston, Texas, for violating the anti-fraud provisions of 
the Securities Exchange Act of 1934 in connection with 
the purchase and sale of common stock of Docutel 
Corporation. 


At the time the transactions complained of took place in 
the fall of 1973 Kelsey, Barksdale and Jackson were em- 
ployed by First of Texas, Inc., a registered broker-dealer. 


A hearing will be scheduled by further order to take 
evidence on the staff allegations and to afford the respon- 
dents an opportunity to offer any defense thereto for the 
Purpose of determining whether the allegations are true, 
and, if so, what, if any, action of a remedial nature should 
be ordered by the Commission. 








SECURITIES EXCHANGE ACT OF 1934 
Release No. 11585/August 11, 1975 


ANNOUNCEMENT OF PROCEDURES WITH RESPECT 
TO THE REGISTRATION OF MUNICIPAL SECURITIES 
BROKERS AND DEALERS; NOTICE OF PROPOSED 
RULES 15Ba2-1 AND 15Ba2-2; SOLICITATION OF 
COMMENTS ON THE PROPOSED RULES AND OTHER 
MATTERS RELATING TO REGISTRATION OF 
MUNICIPAL SECURITIES BROKERS AND DEALERS. 


The Securities and Exchange Commission hereby announces 
certain procedures with respect to the registration of 
municipal securities brokers and dealers under the Securities 
Exchange Act of 1934, as amended (the ““Act’”’). The Com- 
mission also hereby gives notice of proposed rules 15Ba2-1 
and 15Ba2-2 under the Act relating to the registration of 
bank municipal securities dealers and non-bank municipal 
securities dealers whose business is exclusively intrastate 
(“intrastate dealers’), and invites comments on the pro- 
posed rules as well as on other matters relating to registra- 
tion of municipal securities brokers and dealers. 


The Securities Acts Amendments of 1975 (the “1975 
Amendments”), which were signed into law on June 4, 
1975, 1/ require municipal securities brokers and dealers 
who are not already registered with the Commission to be 
so registered on December 1, 1975. 2/ Municipal securities 
brokers and non-bank municipal securities dealers (with the 
exception of intrastate dealers) are required to file for 
registration in accordance with section 15(b) of the Act, 
while bank municipal securities dealers and intrastate 
dealers will be required to file for registration under new 
section 15B(a) of the Act. 


Section 3(a)(30) of the Act defines the term “municipal 
securities dealer’’ to be a person engaged in the business of 
buying and selling municipal securities for his own account, 
through a broker or otherwise, including a bank if the bank 
is not acting in a fiduciary capacity. However, if the bank 
is engaged in such business through a “separately identifi- 
able department or division,” as that term is to be defined 
by the Municipal Securities Rulemaking Board (the 
“Board’’), the department or division and not the bank 
itself will be deemed to be the municipal securities dealer.3/ 
The term “municipal securities broker” is defined in sec- 
tion 3(a)(31) of the Act to mean a broker engaged in the 
business of effecting transactions in municipal securities 
for the account of others. 4/ 


Registration of Municipal Securities Brokers and Dealers 
Under Section 15 of the Act 


Pursuant to the Commission’s Rule 15b1-1, 5/ municipal 
securities brokers and non-bank municipal securities dealers 
(other than intrastate dealers) will be required to apply for 
registration on the Commission’s Form BD, which is the 
standard form for registration of brokers and dealers. 6/ 

On May 16, 1975, the Commission adopted a revised Form 
BD to become effective on August 1, 1975. 7/ However, on 
July 10, 1975, the Commission postponed the effective 
date of the revised Form to October 1, 1975, in order to 
permit certain changes required by the 1975 Amendments 
and described in the Commission’s release announcing post- 
ponement to be incorporated in the revised Form. 8/ Until 
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revised Form BD becomes effective, Form BD as adopted 
by the Commission on September 1, 1968 should be used 
for applications for registration as municipal securities 
brokers and dealers under section 15 of the Act. 


Section 15(b)(1) of the Act requires the Commission to 
take action on applications for registration under such sec- 
tion within 45 days of their date of filing, either by grant- 
ing registration or by instituting proceedings to determine 
whether registration should be denied. Thus, persons who 
must be registered with the Commission as municipal 
securities brokers or dealers should attempt to file their 
application with the Commission by October 17, 1975 in 
order to assure that the Commission will be able to act on 
their application by December 1, 1975. 


The Commission encourages all municipal securities brokers 
and dealers who will be subject to the requirements of sec- 
tion 15 on December 1 to file their applications for registra- 
tion prior to October 17, 1975, so that such applications 
may be processed in an orderly manner. However, the Com- 
mission considers that it may not be in the public interest 
for presently unregistered municipal securities brokers and 
dealers to become registered before December 1, 1975. 
Therefore, applications submitted prior to October 17, 
1975 should be accompanied by a written statement setting 
forth the applicant's consent to delay to December 1, 

1975 the period within which the Commission would 
otherwise be required to act upon such application under 
section 15(b)(1) of the Act. 


Registration of Bank Municipal Securities Dealers 


Banks which meet the definition of “municipal securities 
dealer” in section 3(a)(30) of the Act will be required to 
be registered with the Commission under section 15B(a) 
thereof by December 1, 1975, unless prior to that time the 
Board has acted to define the term “separately identifiable 
department or division” with respect to banks and the pro- 
spective bank applicant has a department or division which 
meets the requirements of the Board's definition. In the 
event the Board has not so acted, bank municipal securities 
dealers will be required to be registered with the Commis- 
sion. Thereafter, once the Board has adopted a rule to de- 
fine what constitutes a separately identifiable department 
or division of a bank, some banks may choose to withdraw 
their registration and apply for separate registration of 
their municipal securities department or division. 


In order to facilitate the registration of bank municipal 
securities dealers, the Commission is hereby proposing rule 
15Ba2-1 and related Form MSD. The proposed rule would 
require that applications for registration as a bank munici- 
pal securities dealer under section 15B(a) of the Act be 
made on proposed Form MSD, attached to this release. 
The proposed Form would request information concerning 
(1) persons directly engaged in the activities of the bank 
with respect to municipal securities and persons directly or 
indirectly controlling any of such activities or controlled by 
the bank with respect to such activities, and (2) certain 
other matters relevant to the registration of bank municipal 
securities dealers. 9/ In addition, the proposed rule would 
require the applicant for registration to file a current state- 
ment of financial condition with the Commission. 
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Registration of Intrastate Dealers 


Non-bank municipal securities dealers whose business is 
exclusively intrastate will be required to be registered with 
the Commission on December 1, 1975 under section 
15B(a) of the Act, to the extent such dealers use the mails 
or any means or instrumentality of interstate commerce in 
the conduct of their business. “Interstate commerce” is 
defined in section 3(a)(17) of the Act to include “’. . . intra- 
state use of (A) . . . a telephone or other interstate means 
of communication, or (B) any other interstate instru- 
mentality.” 


The Commission is hereby proposing rule 15Ba2-2 which 
would require intrastate dealers to file for registration 
under section 15B(a) of the Act on Form BD and to file 
with their application for registration the statements re- 
quired by rule 15b1-2 under the Act. 


Text of Proposed Rules 15Ba2-1 and 15Ba2-2 


The Securities and Exchange Commission, acting pursuant 
to the provisions of the Securities Exchange Act of 1934, 
and particularly sections 15B(a)(2) and 23(a)(1) thereof, 
hereby proposes rules 15Ba2-1 and 15Ba2-2 as follows: 


Rule 15Ba2-1 


Application for registration of bank municipal securities 
dealers. 


(a) An application for registration, pursuant to section 
15B(a), of a municipal securities dealer which is a bank (as 
defined in section 3(a)(6) of the Act), shall be filed on 
Form MSD in accordance with the instructions contained 
therein. 


(b) A statement of the financial condition of the applicant 
as of date within 30 days of the date of filing of the 
application for registration, shall be attached in duplicate 
original to the application and will be deemed a part there- 
of. Such statement of financial condition need not be 
audited but shall be in such detail as will disclose the nature 
and amount of applicant's assets and liabilities. 


Rule 15Ba2-2 


Application for registration of non-bank municipal securi- 
ties dealers whose business is exclusively intrastate. 


(a) An application for registration, pursuant to section 
15B(a), of a municipal securities dealer not subject to the 
requirements of rule 15Ba2-1, shall be filed on Form BD in 
accordance with the instructions contained therein. 


(b) Each applicant for registration who is subject to the 
requirements of paragraph (a) of this rule shall file with the 
application for registration prescribed in such paragraph 
the statements described in paragraphs (a) through (d) of 
rule 15b1-2. The statement of financial condition described 
in such paragraph (a) shall be deemed a part of the applica 
tion for registration. 


Solicitation of Comments 
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The Commission invites comments from all interested per- 
sons on the matters discussed or proposed herein. In par- 
ticular, the Commission invites comments on the following 
matters: 


1. Whether Form BD should continue to be used for the 
registration of municipal securities brokers and non-bank 
municipal securities dealers under section 15 of the Act, 
or alternatively, modified for use by such persons. 


2. Whether proposed rules 15Ba2-1 and 15Ba2-2 should be 
adopted in the form set forth herein. Comments should be 
directed in particular to the substantive requirements of the 
proposed rules, the appropriateness of proposed Form 
MSD for bank dealer registrations and of Form BD for 
intrastate dealer registrations, and whether additional or 
different information than that required by proposed rule 
15Ba2-1 and proposed Form MSD, or proposed rule 
15Ba2-2 and Form BD, should be required for bank 
municipal securities dealers or intrastate dealers, respec- 
tively. 


3. What the appropriate standards should be for determin- 
ing whether a department or division of a bank or other 
entity should be permitted to register separately as a 
municipal securities broker or dealer, rather than such bank 
or other entity, and whether proposed Form MSD for 
departments or divisions of banks, or Form BD for depart- 
ments or divisions of non-bank entities, would be appropri- 
ate for such registration. The Commission notes that while 
the Board is charged with the function of defining the term 
“separately identifiable department or division,” when used 
with respect to banks, section 15(b)(2)(B) of the Act 
requires the Commission to make a similar determination 
with respect to departments and divisions of entities which 
are not banks, but which may be deemed to be brokers or 
dealers solely by reason of acting as municipal securities 
brokers or dealers through such department or division and 
who did so on June 4, 1975, the date of enactment of the 
1975 Amendments. Commentators should refer specifically 
to the statutory criteria set forth in section 15B(b)(2)(H) 

of the Act, that is, the circumstances under which such a 
department or division would be sufficiently separately 
identifiable, whether with respect to organization, admin- 
istration, personnel or otherwise, as would permit inde- 
pendent examination and independent enforcement of the 
provisions of the Act, rules and regulations of the Commis- 
sion and, with respect to departments or divisions of banks, 
tules of the Board. 


4. Whether proposed rule 15Ba2-1 or proposed rule 
15Ba2-2 would impose any burden on competition not 
necessary or appropriate in furtherance of the purposes of 
the Act. 


Comments should be submitted in triplicate to George A. 

Fitzsimmons, Secretary, Securities and Exchange Commis- 

sion, 500 North Capitol Street, N.W., Washington, D.C. 

20549, no later than September 12, 1975. All communica- 

tions should refer to File No. S7-577, and will be available 

- public inspection in the Commission’s Public Reference 
oom. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/_—— Pub. L. 94-29 (June 4, 1975). 
2/ See §31(a) of the 1975 Amendments. 


3/ §15B(b)(1) of the Act requires the Commission to 
establish the 15-member Board not later than October 4, 
1975. 


4/  §3(a)(30) provides: 


The term ‘municipal securities dealer’ means any person 
(including a separately identifiable department or division 
of a bank) engaged in the business of buying and selling 
municipal securities for his own account, through a broker 
or otherwise, but does not include — 


(A) any person insofar as he buys or sells such securities for 
his own account, either individually or in some fiduciary 
Capacity, but not as a part of a regular business; or 


(B) a bank, unless the bank is engaged in the business of 
buying and selling municipal securities for its own account 
other than in a fiduciary capacity, through a broker or 
otherwise: Provided, however, That if the bank is engaged 
in such business through a separately identifiable depart- 
ment or division (as defined by the Municipal Securities 
Rulemaking Board in accordance with Section 15B(b)(2)(H) 
of this title), the department or division and not the bank 
itself shall be deemed to be the municipal securities dealer. 


§3(a)(31) provides: 


The term ‘municipal securities broker’ means a broker 
engaged in the business of effecting transactions in 
municipal securities for the account of others. 


The term ‘municipal securities’ is defined in §3(a)(29) of 
the Act as follows: 


The term ‘municipal securities’ means securities-which are 
direct obligations of, or obligations guaranteed as to 
principal or interest by, a State or any political subdivision 
thereof, or any agency or instrumentality of a State or any 
political subdivision thereof, or any municipal corporate 
instrumentality of one or more States, or any security 
which is an industrial development bond (as defined in sec- 
tion 103(c)(2) of the Internal Revenue Code of 1954) the 
interest on which is excludable from gross income under 
section 103(a)(1) of such Code if, by reason of the applica- 
tion of paragraph (4) or (6) of section 103(c) of such Code 
(determined as if paragraphs (4)(A), (5), and (7) were not 
included in such section 103(c) ), paragraph (1) of such 
section 103(c) does not apply to such security. 


5/ .17 C.F.R. §240.15b1-1. 
6/ Rule 15b1-1 provides: 


An application for registration of a broker or dealer filed 
pursuant to section 15(b) shall be filed on Form BD 
(§249.501 of this chapter) in accordance with the instruc- 
tions contained therein. 
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7/ Securities Exchange Act Release No. 11424 (May 
16, 1975). 


8/ Securities Exchange Act Release No. 11530 (June 
10, 1975). 


9/ See §3(a)(32) of the Act. 





FORM MSD 


APPLICATION FOR REGISTRATION ASA 
MUNICIPAL SECURITIES DEALER PURSUANT TO 
RULE 15Ba2-1 UNDER THE SECURITIES EXCHANGE 
ACT OF 1934 OR TO AMEND SUCH APPLICATION 


General Instructions 
A. Use of Form 


This form is to be used to apply for registration as a 
municipal securities dealer with the Securities and Exchange 
Commission, pursuant to rule 15Ba2-1 under the Securities 
Exchange Act of 1934, or to amend such application. 


B. Presentation of Information 


All information required by Form MSD must be submitted 
in typewritten or printed manner on the prescribed form or 
mechanical reproductions thereof. The execution page on 
each copy of the form must contain an original manual 
signature of the appropriate duly authorized individual. 
Mechanical reproductions of signatures for this purpose are 
not acceptable. Ail other pages containing correct informa- 
tion may be mechanically reproduced by any method pro- 
ducing clear, legible copies of identical type size. Retain 
one exact copy for your records. 


Additional copies of Form MSD are available from the 
Securities and Exchange Commission, Washington, D.C. 
20549. 


C. Signature 


Form MSD shall be signed in the name of the applicant by 
a principal officer duly authorized who is directly engaged 
in the management, direction or supervision of the ap- 
plicant’s activities with respect to municipal securities. 


D. Additional Space 


If the space provided for any answer on Form MSD, other 
than the Schedules to the Form, is insufficient, the answer 
shall be completed on additional copies of Schedule C, 
which shall also be attached to the form. 


E. Names 


Individuals’ names, except for executing signatures, shall 

be given in full wherever required (last name, first name, 
middle name,. The full middle name is required. Initials are 
not acceptable unless the individual legally has only an 
initial. If so, indicate this after the initial. 
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F. Acceptance for Filing 


A Form MSD which is not prepared and executed in com- 
pliance with applicable requirements may be returned as 
not acceptable for filing. However, acceptance of this form 
shall not constitute any finding that it has been filed as 
required or that the information submitted is true, current, 
or complete. 


G. Definitions 


a. Unless the context clearly indicates otherwise, all terms 
used in the form have the same meaning as in the Securities 
Exchange Act of 1934 and the General Rules and Regula- 
tions of the Securities and Exchange Commission. 


b. Jurisdiction - Unless the context otherwise requires, 
“jurisdiction” means a state, a territory, the District of 
Columbia, the Commonwealth of Puerto Rico, or any sub- 
division or regulatory body thereof. 


c. Person - Unless the context clearly indicates otherwise, 
the term “person” includes a corporation, partnership, 
other organization, trust and estate, as well as a natural 
person. 


H. Amendments 


The information contained in Form MSD is of a continuing 
nature and must be updated or amended periodically in 
the event any of the information previously submitted to 
the Commission becomes incomplete or inaccurate. Where 
an item is being amended, only those items which are 
being amended or which have changed since the previous 
filing need be filed, except that a completed execution 
Page, manually signed, must be filed with each amendment. 
WHEN ANY ITEM ON A PAGE IS AMENDED, IT IS 
NECESSARY TO ANSWER IN FULL ALL OTHER ITEMS 
ON THE PAGE BEING AMENDED. 


|. /tems Not Applicable 


If Form MSD is being filed as an application for registra- 
tion, all applicable items must be answered in full. If any 
item is not applicable, indicate by “‘none”’ or “N/A” as 
appropriate. 


J. Schedules to Form 


Each Schedule to Form MSD is deemed to be a part of the 
form. 


K. Filing of Form 


Form MSD must be filed in triplicate with the Securities 
and Exchange Commission, Washington, D.C. 20549. The 
execution page of each copy shall contain an original 
manual signature. In addition, an original signed copy of 
the form must be filed with the appropriate regulatory 
agency, as that term is defined in section 3(a)(34) of the 
Securities Exchange Act of 1934, for the applicant. 
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FORM MSD 


APPLICATION FOR REGISTRATION AS A MUNICIPAL SECURITIES DEALER 
PURSUANT TO RULE 15Ba2-1 UNDER THE SECURITIES EXCHANGE ACT OF 1934 
OR TO AMEND SUCH APPLICATION 





GENERAL: Please read all instructions before preparing the form. Please print or type all responses. If this form is filed as 
an amendment, only a completed and signed execution page and those items which are being amended or which have 
changed since the previous filing need to be filed. 





IN COMPLIANCE WITH THE APPLICABLE SECURITIES LAWS, THE 
UNDERSIGNED HEREBY SUBMITS THE FOLLOWING INFORMATION: 


1. This form is filed with the Securities and Exchange Commission 
asan: APPLICATION AMENDMENT 








2.(a) Exact name, principal business address, mailing address, if different, and telephone number of applicant: 


Full name of applicant: IRS Empl. Ident. No.: 





Address of principal place of business: 





(NUMBER AND STREET) (CITY) (STATE) (ZIP CODE) 


Mailing Address, if different: 





Telephone Number: 











(AREA CODE) (TELEPHONE NUMBER) WATS LINE (if any) 





WARNING: Failure to keep this form current, to file accurate supplementary information on a timely basis, or otherwise to comply with 
the provisions of law applying to the conduct of business as a municipal securities dealer constitute violations of the Federal 
securities laws and may result in disciplinary, administrative, injunctive or criminal action. INTENTIONAL MISSTATE- 
MENTS OR OMISSIONS OF FACT MAY CONSTITUTE CRIMINAL VIOLATIONS. 





EXECUTION: The undersigned, being first duly sworn, deposes and says that he or she has executed this Form on behalf 
of, and with the authority of, said applicant. The undersigned and applicant represent that the information and statements 
contained herein, including exhibits attached hereto and other information filed herewith, all of which are made a part 
hereof, are current, true, and complete. The undersigned and applicant further represent that to the extent any informa- 
tion previously submitted is not amended, such information is currently accurate and complete. 


Dated the day of 19 











(NAME OF APPLICANT 
BY: 





(SIGNATURE AND TITLE) 


Attést: 





(SIGNATURE AND TITLE) 
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2. (b) 


(c) 


4. (a) 


(b) 


(c) 


Subscribed and sworn to before me this 
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STATE OF 





COUNTY OF : SS 





NOTARIAL 
SEAL 





(NOTARY PUBLIC) 


My commission expires: 





Person to contact for further information concerning this form: 


Name: Title: 








Mailing Address: Telephone No.: 





Person authorized to receive compliance and information communications, and responsible for disseminating the 
same within the applicant's organization. 


Name: Title: 





Mailing Address: Telephone No.: 








List below each jurisdiction in which applicant is filing or has filed its application for registration or license as a 
municipal securities dealer: 











Indicate whether applicant is: 


(1) a national banking association 

Yes No 
(2) a state-chartered bank 

Yes No 


Date of incorporation: 





If applicant is a state-chartered bank, indicate: 


(1) Place of incorporation: 





State 


(2) Member of Federal Reserve System 


(3) Member of Federal Deposit Insurance Corporation 


teen. ae: aa liengseeninlpin aga BS 















Furnish the following information for each officer, director and person with similar status or functions who is 
directly engaged in the management, direction, supervision or performance of any of the applicant's activities 
with respect to municipal securities, or who is directly or indirectly controlled by the applicant in connection 
with any of such activities: 
























































RELATIONSHIP 
FULL NAME Beginning Title or Social Security 
Date Status Number 
Last First Middle Mo. Yr. 
re 
6. Does any person not named in Item 5, directly or indirectly, through stock ownership, agreement or otherwise, 


—. exercise or have the power to exercise a controlling influence over the management or policies of applicant with 
respect to any of applicant's activities in municipal securities: 





Yes No 


(If “yes,” state on Schedule A the exact name of each person (if individual, state last, first and middle names) 
and describe the basis through which such person exercises or has the power to exercise a controlling influence.) 


7. (a) | State whether the applicant, any person named in Items 5 or 6, or any Schedule thereunder, or any other person 
directly engaged in the management, direction, supervision or performance of any of the applicant's activities 
with respect to municipal securities, or who directly or indirectly controls any of such activities or who is direct- 
ly or indirectly controlled by applicant in connection with any of such activities: 


(i) Has been found by the Securities and Exchange Commission or any jurisdiction willfully to have made or 
caused to be made any statement which was, at the time and in the light of the circumstances under which it was 
made, false and misleanding with respect to any material fact, or to have omitted to state any material fact, 
which was required to be stated, in any application for registration or report required to be filed under the 
Federal securities laws or under the securities laws of any jurisdiction, or in any proceeding before the Securities 
and Exchange Commission or any jurisdiction relating to securities or the conduct of business or registration as 

a broker-dealer, municipal securities dealer or investment adviser or associated person thereof: 


Yes No 
(ii) Has been convicted within 10 years of any felony or misdemeanor (1) involving the purchase or sale of any 
security, the taking of a false oath, the making of a false report, bribery, perjury, burglary, or conspiracy to 
commit any such offense; (2) arising out of the conduct of the business of a broker, dealer, municipal securities 
dealer, investment adviser, bank, insurance company, or fiduciary; (3) involving the larceny, theft, robbery, extor- 
tion, forgery, counterfeiting, fraudulent concealment, embezzlement, fraudulent conversion, or misappropria- 
tion of funds or securities; or (4) involving the violation of Sections 152, 1341, 1342 or 1343 or Chapters 25 or 
47 of Title 18, United States Code (concealment of assets, false oaths and claims, or bribery, in any bankruptcy 


proceeding; mail fraud, fraud by wire, including telephone, telegraph, radio or television; counterfeiting, 
forgery; fraud, false statements); or has pleaded nolo contendere to any such felony or misdemeanor: 








i es 
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(iii) ls enjoined permanently, or within the past 10 years has been enjoined temporarily, by order, judgment or 
decree of any court of competent jurisdiction from acting as an investment adviser, underwriter, broker, dealer, 
or municipal securities dealer or as an associated person or employee of any of the foregoing, or as an affiliated 
person or employee of any investment company, bank, or insurance company, or from engaging in or continu- 

ing any conduct or practice in connection with any such activi>v, or in connection with the purchase or sale of 

any security, or arising out of any securities or investment advisury activities: 





t 


= 


{iv) Has been found by the Securities and Exchange Commission or any jurisdiction or any court to have violated 
or to have aided, abetted, counselled, commanded, induced, or procured the violation by any other person of 
the Federal laws, or the laws of any jurisdiction, relating to securities or relating to the conduct of business as 

a broker, dealer, municipal securities dealer, investment adviser, or investment company, any rule or regulation 
under any of such laws, or any rule of the Municipal Securities Rulemaking Board, or to have failed reasonably 
to supervise another person who committed such a violation, or to have been unable to comply with any of 

the foregoing: 


“Yes “No 
(v) Has been the subject of an order of the Securities and Exchange Commission entered pursuant to paragraph 
(6) of Section 15(b) or paragraph (4) of Section 15B(c) of the Securities Exchange Act of 1934 or an order of 
a court or jurisdiction (or any agency thereof), or an order of an appropriate regulatory agency entered pur- 


suant to paragraph (5) of Section 15B(c) of the Securities Exchange Act of 1934, barring or suspending the 
right of such person to be associated with a broker or dealer or municipal securities dealer: 


.. oe “ay 


(vi) Has been denied membership or registration with, or participation in, or has been suspended, revoked or 
expelled from membership, participation in or registration with any self-regulatory organization; or has been 
suspended or barred from being associated with any member of a self-regulatory organization: 


“Yes ~ No 
(vii) Has been denied registration (license) with, or suspended, revoked or expelled from registration (license) 
with the Securities and Exchange Commission or any jurisdiction (or any agency thereof) as a broker, dealer, 


investment adviser, securities salesman, or municipal securities dealer, or has been barred from being associated 
with a person engaged in such business: 


Yes No 
(viii) Has been found to have been a cause of (1) the denial, suspension, or revocation of any person’s member- 
ship or participation in, or registration with the Securities and Exchange Commission, any jurisdiction (or any 
agency thereof), or any self-regulatory organization, (2) any bar or suspension of any person from being 
associated with a broker, dealer, municinal securities dealer, or member of a self-regulatory organization, or 
(3) any expulsion of any person from a self-regulatory organization: 

Yes No 
(ix) Has associated with him any person who is known, or in the exercise of reasonable care should be known, 


to be a person described by Items 7(a)(v), (vi), (vii) or (viii): 


Yes No 





(x) Has willfully made or caused to be made any statement which was, at the time and in the light of the cir- 
cumstances under which it was made, false and misleading with respect to any material fact, or has omitted to 
state any material fact, which was required to be stated, in any application for membership or participation in, 
or to become associated with a member of, a self-regulatory organization, in any report required to be filed with 
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a self-regulatory organization, or in any proceeding before a self-regulatory organization: 


Yes No 


(xi) Has been, within the past 10 years, the subject of any cease and desist, desist and refrain, prohibition, or 
similar order which was issued by the United States or any jurisdiction arising out of the conduct of the business 
of a broker-dealer, municipal securities dealer or investment adviser: 


“Yes ~ No 
(xii) Has been associated at any time as an officer, director, general partner, or owner of 10 percentum or more 
of the voting securities, or has at any time directly or indirectly through agreement or otherwise exercised or 
had the power to exercise a controlling influence over the management or policies of, a broker or dealer or 


municipal securities dealer which has been adjudicated bankrupt or a broker or dealer for which a trustee has 
been appointed pursuant to the Securities Investor Protection Act of 1970: 


Yes No 
(xiii) Has been the subject of any order, judgment, decree or other sanction of a foreign court, foreign exchange, 
or foreign government or regulatory agency arising out of any securities or investment advisory activities: 

Yes No 
State whether applicant, any person named in Items 5 or 6, or any Schedule thereunder, or any other person 
directly engaged in the management, direction, supervision or performance of any of the applicant's activities 
with respect to municipal securities, or who directly or indirectly controls any of such activities or who is 
directly or indirectly controlled by applicant in connection with any of such activities, is presently the subject 
of any proceedings in which an adverse decision would result in any of the foregoing questions in part (a) 
being answered “‘yes”’: 

Yes No 


(If the answer to any paragraph of Item 7 is “yes,”” explain on Schedule B. If this is an amended application and 
any answer has been changed, please so indicate on Schedule C.) 


Each agency or jurisdiction with which applicant is or is to be licensed or registered as a municipal securities 
dealer or to which application has been made should be listed in Item 3 on page 3. If any license or registration 
listed therein is of a restricted nature or has been suspended or terminated, or withdrawn or voluntarily ter- 
minated, explain fully on Schedule C. 


Complete a separate Schedule B for each person named in Items 5 and 6 and any Schedule thereunder. 
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SCHEDULE A OF FORM MSD 
(Answers in response to Item 6 of Form MSD) 


Full name of applicant exactly as stated in Jtem 2(a) of Form MSD: 





Il. — Information with respect to persons described in Item 6 of Form MSD: 


Full name Description of Basis for Controlling Influence 
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SCHEDULE B OF FORM MSD 

(Answers in response to ITEM 9 of FORM MSD) 

NOTE: (a) Complete a separate Schedule B for each person named in Items 5 and 6 and any Schedule thereunder, 
except that with respect to natural persons Schedule B need not be furnished for any such person who 
meets both of the following conditions: (1) such person owns less than 10% of any class of equity 
security of applicant and (2) such person is not an officer, director, or person with similar status or 

— functions. 
(b) Complete a separate Schedule B for each person subject to any action reported under Item 7. 
(c) State all names in the order of last name, first name, full middle name. If any person legally has only an 
initial, so indicate after the initial. 
l. Full name of applicant exactly as stated in Item 2(a) of Form MSD: IRS Empl. ident. No.: 
Ul. Full name of person for whom this Schedule is being completed: IRS Empl. 
Ident. No. or 
Soc. Sec. No.: 
i. (a) Residence address of person: (Number and Street, City, State, Zip Code) 
(b) Date of Birth: (c) City of Birth: (d) State or Province: (e) Country: 
IV. NAMES USED: Furnish below a list of all names individual has been known by or has used, including maiden 
name if applicable. If no other names used, state ‘‘None.” 
Last First Middle 
V. EDUCATION: Furnish below a description of the education for the person named in Item II of this Schedule 
(include name and location of last high school attended, name and location of any college or university 
attended, degree received and year it was received.) 
Vi. BUSINESS BACKGROUND: Furnish below a complete, consecutive statement of all business experience and 
employment for the past ten years. List the last position first. If none, state “None.” 
Exact Nature of Beginning Ending 
Name of Firm and Address Kind of Business Connection or Date Date 
Employment Mo. Yr. Mo. Yr. 
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SCHEDULE B OF FORM MDS (continued) 





Schedule is being completed, furnish the following details: 








Vil. PROCEEDINGS: If any answer to any paragraph of Item 7 is “Yes” with respect to the person for whom this 










Applicable “Name and Location of 

Part and Court, Agency, Jurisdic- Nature and Date of 
Question of Title or Description tion or Self-Regulatory and Disposition 
Item 7 of Action Organization of Proceeding 






















SCHEDULE C OF FORM MSD 
(Continuation Sheet) 


Do not use this Schedule as a continuation sheet for Schedules A or B. 


L. Full name of applicant exactly as stated in Item 2(a) of Form MSD: 








il. Item of Form (identify) Answer 





564/SEC DOCKET 











f 











| SECURITIES EXCHANGE ACT OF 1934 
Release No. 11586/August 12, 1975 


In the Matter of 


NATIONAL ASSOCIATION OF 
SECURITIES DEALERS, INC. 
1735 K Street, N.W. 

Washington, D.C. 20006 


and 


NATIONAL CLEARING CORPORATION 
1735 K Street, N.W. 
Washington, D.C. 20006 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
PURSUANT TO SECTION 19(b)(1) OF THE 
SECURITIES EXCHANGE ACT OF 1934; ORDER 
DECLARING RULE CHANGES EFFECTIVE 
SUMMARILY 


NOTICE IS HEREBY GIVEN that the National Associa- 
tion of Securities Dealers, Inc. (the ““NASD”) has filed, 
pursuant to Section 19(b) of the Securities Exchange Act 
of 1934, as amended, procedures, reports and forms (the 
“Procedures”) of the National Clearing Corporation 
(“NCC”) relating to the impiementation of a depository 
interface between NCC and the TAD Depository Corpora- 
tion (“TAD”) and has requested the Commission to issue 
an order, pursuant to Section 19(b)(3)(B) of the Act, de- 
termining that, pursuant to paragraphs (g) of Rules 8c-1 and 
15c2-1 under the Act, the Procedures are adequate for the 
protection of investors. 


1. The Procedures 


Pursuant to the Procedures, NCC members with free posi- 
tions will be able to make deliveries of securities eligiblé 
for deposit both in NCC free positions and in TAD partic- 
ipant accounts (‘dually eligible securities”), either against 
payment of an assigned dollar value (““valued”’) or without 
assigned dollar value (‘free’’), from the members’ free 
accounts to the members’ TAD participant accounts or to 
the TAD participant accounts of other TAD participants. 
Members with NCC free positions and TAD participant 
accounts (“dual participants’’) will be able to make de- 
liveries of dually eligible securities from the members’ TAD 
participant accounts to NCC to satisfy delivery obligations 
(“short valued positions’’) in NCC’s continuous net settle- 
ment (“CNS”) system and to receive in the members’ TAD 
participant accounts dually eligible securities due to mem- 
bers (“long valued positions”) from NCC’s CNS system. 
Both deliveries from TAD participant accounts to, and 
deliveries to TAD participants’ accounts from, NCC’s CNS 
system would be effected either automatically (‘‘auto- 
matic delivery’’) or through specific instructions which 
would be required to be submitted manually prior to each 
settlement day in NCC’s CNS system (‘‘manually initiated 
deliveries’’). 


Under the Procedures, TAD participants wishing to make 
valued deliveries, either to other TAD participants or, 
through the interface, to NCC members, will be required to 
belong to NCC’s Envelope Settlement System (“ESS”) 


and will be required to make money settlement with respect 
to such valued deliveries through ESS. NCC members will 
make money settlements in NCC’s CNS system with respect 
to deliveries, through the interface, both to TAD partic- 
ipants and between NCC members’ TAD participant 
accounts and NCC’s CNS system. In the case of deliveries, 
through the interface, between NCC members and TAD 
participants, the NCC members will make money settle- 
ment in NCC’s CNS system and the TAD participants will 
make money settlement in ESS. Through participation in 
ESS, and as the contra-side of CNS money settlement, NCC 
will make the offsetting debits and credits necessary to 
effect the settlement. 


2. Solicitation of Comments on the Rules 


Interested persons are invited to submit their views and 
comments on the Rules to George A. Fitzsimmons, Secre- 
tary, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549 on or before 
September 17, 1975. Communications should refer to File 
No. SR-12. The Amendments are, and all comments will 
be, available for public inspection at the Public Reference 
Room of the Commission at 1100 L Street, N.W., Wash- 
ington, D.C. 


3. Summary Effectiveness of the Proposed Rules 


NCC and the Depository Trust Company currently have a 
fully operational depository interface which has increased 
significantly the safety and efficiency of clearing and settle- 
ment for securities transactions processed through NCC. 
Based on the performance of this interface and on its 
review of the proposed NCC-TAD interface, the Commis- 
sion has determined that implementation of the NCC-TAD 
interface will increase significantly the safety and efficiency 
of clearing and settlement for securities transactions settled 
through NCC. Accordingly, it appears to the Commission 
that immediate implementation of the NCC-TAD interface 
is necessary for the protection of investors and for the safe- 
guarding of securities and funds. 


The Commission has determined that the agreements, safe- 
guards and provisions contained in the Procedures enabling 


(i) NCC members to make valued or free deliveries of 
dually eligible securities from the members’ free accounts 
to TAD participants, 


(ii) NCC members to make valued or free deliveries of 
dually eligible securities to the members’ TAD participant 
accounts or to the TAD participant accounts or other 
TAD participants, and 


(iii) dual participants to make manually initiated deliveries 
of dually eligible securities to NCC to satisfy short valued 
positions in NCC’s CNS system and to receive manually 
initiated deliveries and automatic deliveries of dually 
eligible securities, representing long valued positions, from 
NCC’s CNS system are deemed adequate for the protec- 
tion of investors. 


IT iS THEREFORE ORDERED (1), pursuant to Section 
19(b)(3)(B) of the Act, that the Procedures relating to the 
implementation of the depository interface between NCC 
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and TAD, filed with the Commission on July 22, 1975, be 
put into effect summarily, effective July 31, 1975, until 
such time as the Commission pursuant to Section 19(b)(2) 
of the Act, either approves the Procedures or institutes 
proceedings to determine whether such Procedures should 
be disapproved and (2) that the Procedures be deemed 
adequate for the protection of investors. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11587/August 12, 1975 


In the Matter of 


PBW STOCK EXCHANGE, INC. 
17th Street and Stock Exchange Place 
Philadelphia, Pennsylvania 19103 


and 


TAD DEPOSITORY CORPORATION 
2 Broadway 
New York, New York 10004 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
PURSUANT TO SECTION 19(b)(1) OF THE 
SECURITIES EXCHANGE ACT OF 1934; ORDER DE- 
CLARING RULE CHANGES EFFECTIVE 
SUMMARILY 


NOTICE IS HEREBY GIVEN that the PBW Stock Ex- 
change, Inc. (the ““Exchange”’) has filed, pursuant to Sec- 
tion 19(b) of the Securities Exchange Act of 1934, as 
amended, new rules (the ““Rules”) of the TAD Depository 
Corporation (“TAD”) relatng to the impiementation of a 
depository interface between TAD and National Clearing 
Corporation (“NCC”) and has requested the Commission 
to issue an order, pursuant to Section 19(b)(3)(B) of the 
Act, determining that, pursuant to paragraphs (g) of Rules 
8c-1 and 15c2-1 under the Act, the Rules are adequate for 
the protection of investors. 


1. The Rules 


Pursuant to the Rules, TAD will enable its participants to 
make deliveries of securities, either against payment of an 
assigned dollar value (‘‘valued”’) or without assigned dollar 
value (‘free’), to other TAD participants and to make 
valued or free deliveries of securities eligible for deposit 
both in TAD and in NCC free positions (‘‘dually eligible 
securities’) to the free accounts of NCC members. NCC 
Participants will be able to make valued or free deliveries of 
dually eligible securities to the participants’ TAD partic- 
ipant accounts or to the TAD participant accounts of 
other TAD participants. Participants with NCC free posi- 
tions and TAD participant accounts (‘dual participants’’) 
will be able to make deliveries of dually eligible securities 
from the participants’ TAD participant accounts to NCC 
to satisfy delivery obligations (“short valued positions’) in 
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NCC’s continuous net settlement (“CNS”) system and to 
receive in the participants’ TAD participant accounts 
dually eligible securities due to participants (“long valued 
positions’’) from NCC’s CNS system. Both deliveries from 
TAD participant accounts to, and deliveries to TAD partic- 
ipants’ accounts from, NCC’s CNS system would be ef- 
fected either automatically (“automatic delivery’) or 
through specific instructions which would be required to 
be submitted manually prior to each settlement day in 
NCC’s CNS system (“manually initiated deliveries’’). 


Under the Rules, TAD participants wishing to make valued 
deliveries, either to other TAD participants or, through the 
interface, to NCC members, will be required to belong to 
NCC’s Envelope Settlement System (‘ESS’) and will be 
required to make money settlement with respect to such 
valued deliveries through ESS. NCC members will make 
money settlements in NCC’s CNS system with respect to 
deliveries, through the interface, both to TAD participants 
and between NCC members’ TAD participant accounts and 
NCC’s CNS system. In the case of deliveries, through the 
interface, between NCC members and TAD participants, 
the NCC members will make money settlement in NCC’s 
CNS system and the TAD participants will make money 
settlement in ESS. Through participation in ESS, and as 
the contra-side of CNS money settlement, NCC will make 
the offsetting debits and credits necessary to effect the 
settlement. 


2. Solicitation of Comments on the Rules 


Interested persons are invited to submit their views and 
comments on the Rules to George A. Fitzsimmons, Secre- 
tary, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549 on or before 
September 17, 1975. Communications should refer to File 
No. SR-11. The Amendments are, and all comments will 
be, available for public inspection at the Public Reference 
Room of the Commission at 1100 L Street, N.W., Wash- 
ington, D.C. 


3. Summary Effectiveness of the Proposed Rules 


NCC and the Depository Trust Company currently have a 
fully operational depository interface which has increased 
significantly the safety and efficiency of clearing and set- 
tlement for securities transactions processed through NCC. 
Based on the performance of this interface and on its 
review of the proposed NCC-TAD interface, the Commis- 
sion has determined that implementation of the NCC-TAD 
interface will increase significantly the safety and efficiency 
of clearing and settlement for securities transactions settled 
through NCC. Accordingly, it appears to the Commission 
that immediate implementation of the NCC-TAD interface 
is necessary for the protection of investors and for the safe- 
guarding of securities and funds. 


The Commission has determined that the agreements, safe- 
guards and provisions contained in the Rules enabling 


(i) TAD participants to make valued or free deliveries of 
securities to other TAD participants and to make valued or 
free deliveries of dually eligible securities to the free 
accounts of NCC members, 




















(ii) NCC participants to make valued or free deliveries of 
dually eligible securities to the participants’ TAD partic- 
ipant accounts or to the TAD participant accounts of other 
TAD participants, and 


(iii) dual participants to make manually initiated deliveries 
of dually eligible securities to NCC to satisfy short valued 
positions in NCC’s CNS system and to receive manually 
initiated deliveries and automatic deliveries of dually eligible 
securities, representing long valued positions, from NCC’s 
CNS system 


are deemed adequate for the protection of investors. 


IT IS THEREFORE ORDERED (1), pursuant to Section 
19(b)(3)(B) of the Act, that the Rules relating to the 
implementation of the depository interface between NCC 
and TAD, filed with the Commission on July 22, 1975, be 
put into effect summarily, effective July 31, 1975, until 
such time as the Commission, pursuant to Section 19(b)(2) 
of the Act, either approves the Rules or institutes proceed- 
ings to determine whether such Rules should be dis- 
approved and (2) that the Rules be deemed adequate for 
the protection of investors. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11588/August 12, 1975 


In the Matter of 


MIDWEST STOCK EXCHANGE, INC. 
120 South LaSalle Street 
Chicago, Illinois 60603 


and 


TAD DEPOSITORY CORPORATION 
2 Broadway 
New York, New York 10004 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
PURSUANT TO SECTION 19(b)(1) OF THE SECURI- 
TIES EXCHANGE ACT OF 1934; ORDER DECLARING 
RULE CHANGES EFFECTIVE SUMMARILY 


NOTICE IS HEREBY GIVEN that the Midwest Stock Ex- 
change, Inc. (the ““Exchange”’) has filed, pursuant to Sec- 
tion 19(b) of the Securities Exchange Act of 1934, as 
amended, new rules (the ‘“Rules’’) of the TAD Depository 
Corporation (““TAD”) relating to the implementation of a 
depository interface between TAD and National Clearing 
Corporation (“NCC”) and has requested the Commission 
to issue an order, pursuant to Section 19(b)(3)(B) of the 
Act, determining that, pursuant to paragraphs (g) of Rules 
8c-1 and 15c2-1 under the Act, the Rules are adequate for 
the protection of investors. 


1. The Rules 


Pursuant to the Rules, TAD will enable its participants to 
make deliveries of securities, either against payment of an 
assigned dollar value (“valued”) or without assigned dollar 
value (“free’’), to other TAD participants and to make 
valued or free deliveries of securities eligible for deposit 
both in TAD and in NCC free positions (“dually eligible 
securities”) to the free accounts of NCC members. NCC 
Participants will be able to make valued or free deliveries 
of dually eligible securities to the participants’ TAD partic- 
ipant accounts or to the TAD participant accounts of 
other TAD participants. Participants with NCC free posi- 
tions and TAD participant accounts (‘dual participants”’) 
will be able to make deliveries of duaily eligible securities 
from the participants’ TAD participant accounts to NCC 
to satisfy delivery obligations (“short valued positions’’) in 
NCC’s continuous net settlement (““CNS’’) system and to 
receive in the participants’ TAD participant accounts 
dually eligible securities due to participants (“long valued 
positions’’) from NCC’s CNS system. Both deliveries from 
TAD participant accounts to, and deliveries to TAD partic- 
ipants’ accounts from, NCC’s CNS system would be 
effected either automatically (“automatic delivery”’) or 
through specific instructions which would be required to 
be submitted manually prior to each settlement day in 
NCC’s CNS system (“manually initiated deliveries’’). 


Under the Rules, TAD participants wishing to make valued 
deliveries, either to other TAD participants or, through the 
interface, to NCC members, will be required to belong to 
NCC’s Envelope Settlement System (“ESS”) and will be 
required to make money settlement with respect to such 
valued deliveries through ESS. NCC members will make 
money settlements in NCC’s CNS system with respect to 
deliveries, through the interface, both to TAD participants 
and between NCC members’ TAD participant accounts and 
NCC’s CNS system. In the case of deliveries, through the 
interface, between NCC members and TAD participants, 
the NCC members will make money settlement in NCC’s 
CNS system and the TAD participants will make money 
settlement in ESS. Through participation in ESS, and as 
the contra-side of CNS money settlement, NCC will make 
the offsetting debits and credits necessary to effect the 
settlement. 


2. Solicitation of Comments on the Rules 


Interested persons are invited to submit their views and 
comments on the Rules to George A. Fitzsimmons, Secre- 
tary, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549 on or before 
September 17, 1975. Communications should refer to File 
No. SR-10. The Amendments are, and all comments will 
be, available for public inspection at the Public Reference 
Room of the Commission at 1100 L Street, N.W., Wash- 
ington, D.C. 


3. Summary Effectiveness of the Proposed Rules 


NCC and the Depository Trust Company currently have a 
fully operational depository interface which has increased 
significantly the safety and efficiency of clearing and set- 
tlement for securities transactions processed through NCC. 
Based on the performance of this interface and on its 
review of the proposed NCC-TAD interface, the Commis- 
sion has determined that implementation of the NCC-TAD 
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interface will increase significantly the safety and efficiency 
of clearing and settlement for securities transactions settled 
through NCC. Accordingly, it appears to the Commission 
that immediate implementation of the NCC-TAD interface 
is necessary for the protection of investors and for the safe- 
guarding of securities and funds. ; 


The Commission has determined that the agreements, safe- 
guards and provisions contained in the Rules enabling 


(i) TAD participants to make valued or free deliveries of 
securities to other TAD participants and to make valued or 
free deliveries of dually eligible securities to the free 
accounts of NCC members, 


(ii) NCC participants to make valued or free deliveries of 
dually eligible securities to the participants’ TAD partic- 
ipant accounts or to the TAD participant accounts of other 
TAD participants, and 


(iii) dual participants to make manually initiated deliveries 
of dually eligible securities to NCC to satisfy short valued 
positions in NCC’s CNS system and to receive manually 
initiated deliveries and automatic deliveries of dually eligi- 
ble securities, representing long valued positions, from 
NCC’s CNS system 


are deemed adequate for the protection of investors. 


IT IS THEREFORE ORDERED (1), pursuant to Section 
19(b)(3)(B) of the Act, that the Rules relating to the 
implementation of the depository interface between NCC 
and TAD, filed with the Commission on July 22, 1975, be 
put into effect summarily, effective July 31, 1975, until 
such time as the Commission, pursuant to Section 19(b)(2) 
of the Act, either approves the Rules or institutes proceed- 
ings to determine whether such Rules should be dis- 
approved and (2) that the Rules be deemed adequate for 
the protection of investors. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11589/August 12, 1975 


In the Matter of 


BOSTON STOCK EXCHANGE 
53 State Street 
Boston, Massachusetts 02109 


and 


TAD DEPOSITORY CORPORATION 
2 Broadway 
New York, New York 10004 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
PURSUANT TO SECTION 19(b)(1) OF THE SECURI- 
TIES EXCHANGE ACT OF 1934; ORDER DECLARING 
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RULE CHANGES EFFECTIVE SUMMARILY 





NOTICE IS HEREBY GIVEN that the Boston Stock Ex- 
change (the “Exchange”’) has filed, pursuant to Section 
19(b) of the Securities Exchange Act of 1934, as amended, 
new rules (the ““Rules”) of the TAD Depository Corpora- i 
tion (“TAD”) relating to the implementation of a de- 

pository interface between TAD and National Clearing 
Corporation (‘‘NCC”) and has requested the Commission 
to issue an order, pursuant to Section 19(b)(3)(B) of the | 
Act, determining that, pursuant to paragraphs (g) of Rules 

8c-1 and 15c2-1 under the Act, the Rules are adequate for 

the protection of investors. 





1. The Rules 


Pursuant to the Rules, TAD will enable its participants to 
make deliveries of securities, either against payment of an 
assigned dollar value (“valued’’) or without assigned dollar 
value (‘free’), to other TAD participants and to make 
valued or free deliveries of securities eligible for deposit 
both in TAD and in NCC free positions (‘‘dually eligible 
securities”) to the free accounts of NCC members. NCC 
participants will be able to make valued or free deliveries 
of dually eligible securities to the participants’ TAD partic- 
ipant accounts or to the TAD participant accounts of other 
TAD participants. Participants with NCC free positions and 
TAD participant accounts (“dual participants”) will be 
able to make deliveries of dually eligible securities from the 
participants’ TAD participant accounts to NCC to satisfy 
delivery obligations (“short valued positions’’) in NCC’s 
continuous net settlement (“CNS”) system and to receive 
in the participants’ TAD participant accounts dually eligi- 
ble securities due to participants (“long valued positions”) 
from NCC’s CNS system. Both deliveries from TAD partic- 
ipant accounts to, and deliveries to TAD participants’ 
accounts from, NCC’s CNS system would be effected either 
automatically (“‘automatic delivery’’) or through specific 
instructions which would be required to be submitted 
manually prior to each settlement day in NCC’s CNS sys- 
tem (“manually initiated deliveries”). 





Under the Rules, TAD participants wishing to make valued 
deliveries, either to other TAD participants or, through the 
interface, to NCC members, will be required to belong to 
NCC’s Envelope Settlement System (““ESS’’) and will be 
required to make money settlement with respect to such 
valued deliveries through ESS. NCC members will make 
money settlements in NCC’s CNS system with respect to 
deliveries, through the interface, both to TAD participants 
and between NCC members’ TAD participant accounts and 
NCC’s CNS system. In the case of deliveries, through the 
interface, between NCC members and TAD participants, 
the NCC members will make money settlement in NCC’s 
CNS system and the TAD participants will make money 
settlement in ESS. Through participation in ESS, and as the 
contra-side of CNS money settlement, NCC will make the 
offsetting debits and credits necessary to effect the 
settlement. 












2. Solicitation of Comments on the Rules 





Interested persons are invited to submit their views and 
comments on the Rules to George A. Fitzsimmons, Secre- 
tary, Securities and Exchange Commission, 500 North 
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Capitol Street, Washington, D.C. 20549 on or before 
September 17, 1975. Communications should refer to File 
No. SR-9. The Amendments are, and all comments will be, 
available for public inspection at the Public Reference 
Room of the Commission at 1100 L Street, N.W., Wash- 
ington, D.C. 


3. Summary Effectiveness of the Proposed Rules 


NCC and the Depository Trust Company currently have a 
fully operational depository interface which has increased 
significantly the safety and efficiency of clearing and settle- 
ment for securities transactions processed through NCC. 
Based on the performance of this interface and on its 
review of the proposed NCC-TAD interface, the Commis- 
sion has determined that implementation of the NCC-TAD 
interface will increase significantly the safety and efficiency 
of clearing and settlement for securities transactions settled 
through NCC. Accordingly, it appears to the Commission 
that immediate implementation of the NCC-TAD interface 
is necessary for the protection of investors and for the safe- 
guarding of securities and funds. 


The Commission has determined that the agreements, safe- 
guards and provisions contained in the Rules enabling 


(i) TAD participants to make valued or free deliveries of 
securities to other TAD participants and to make valued or 
free deliveries of dually eligible securities to the free 
accounts of NCC members, 


(ii) NCC participants to make valued or free deliveries of 
dually eligible securities to the participants’ TAD partic- 
ipant accounts or to the TAD participant accounts of 
other TAD participants, and 


(iii) dual participants to make manually initiated deliveries 
of dually eligible securities to NCC to satisfy short valued 
positions in NCC’s CNS system and to receive manually 
initiated deliveries and automatic deliveries of dually eligi- 
ble securities, representing long valued positions, from 
NCC’s CNS system 


are deemed adequate for the protection of investors. 


IT IS THEREFORE ORDERED (1), pursuant to Section 
19(b)(3)(B) of the Act, that the Rules relating to the 
implementation of the depository interface between NCC 
and TAD, filed with the Commission on July 22, 1975, be 
put into effect summarily, effective July 31, 1975, until 
such time as the Commission, pursuant to Section 19(b)(2) 
of the Act, either approves the Rules or institutes proceed- 
ings to determine whether such Rules should be dis- 
approved and (2) that the Rules be deemed adequate for 
the protection of investors. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11590/August 13, 1975 


Admin. Proc. File No. 3-4671 
In the Matter of 


MARTIN DELANEY 
6111 Avenue T 
Brooklyn, New York 


FINDINGS AND ORDER IMPOSING 
REMEDIAL SANCTIONS 


In these remedial proceedings, Martin Delaney, who during 
the relevant period was employed by a registered broker- 
dealer, has failed to answer the order that initiated these 
proceedings and is therefore in default. 1/ 


On the basis of that order, it is therefore found that 2/ 
respondent was, on his plea of guilty, convicted in the 
United States District Court for the Southern District of 
New York of criminally violating the Exchange Act's anti- 
fraud provisions. 3/ 


In view of the foregoing, it is in the public interest to bar 
respondent from association with any broker or dealer. 


Accordingly, IT 1S ORDERED that Martin Delaney be, 
and he hereby is, barred from association with any broker 
or dealer. 


For the Commission by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ _—_ Rule 7(e) of the Commission’s Rules of Practice pro- 
vides that a party’s failure to file an answer as required 
shall be deemed a default and that the Commission may, in 
such circumstances, determine the proceedings against such 
party upon consideration of the order for proceedings, the 
allegations of which may be deemed true to such party. 


2/ ‘The findings herein are not binding on any other 
respondent named in these proceedings. 


3/ United States v. Martin Delaney, 73 Crim. 275 
(February 27, 1974). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11591/August 13, 1975 


The Securities and Exchange Commission has ordered the 
institution of public administrative proceedings under the 
Securities Exchange Act of 1934 against David Cannarsa 
dba David Cannarsa Investments, a registered broker-dealer, 
Muskogee, Oklahoma. 


The proceedings are based upon allegations of the staff 
that respondent willfully violated the reporting require- 
ments of the Securities Exchange Act of 1934 in that 
respondent (1) failed to file timely Form X17A-5 reports 
for the year 1973 and 1974 and has failed, to the present, 
to correct discrepancies contained in the Form X17A-5 
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report for the year 1974, and (2) failed to file Form 
X17A-5 reports for the months beginning September 1974 
through to the present. 


A hearing will be scheduled by further order to determine 
whether the allegations of the staff are true, to afford the 
respondent an opportunity to offer any defense thereto, 
and to determine whether any action of a remedial nature 
is necessary or appropriate in the public interest. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11592/August 14, 1975 


The Securities and Exchange Commission pursuant to Sec- 
tion 12(k) of the Securities Exchange Act of 1934 as 
amended (“Exchange Act’) announced the temporary 
suspension of exchange and over-the-counter trading for a 
ten-day period commencing at 2:00 p.m. (EDT) on 

August 13, 1975 and terminating at midnight 12:00 
(EDT) on August 22, 1975 of all securities of the following 
issuers which have failed to file with the Commission at 
least the indicated reports: 


1OTA INDUSTRIES, INC., a Delaware corporation located 
at 159 W. 53rd Street, New York, New York, (10-K annual 
report for the fiscal year ended December 31, 1974) listed 
for trading on the PBW Stock Exchange, traded over-the- 
counter. 


ALLIED GENERAL, INC., a Florida corporation, located 
at 14200 Southwest 256th Street, Princeton, Florida, 
(10-K annual report for the fiscal year ended December 31, 
1974) traded over-the-counter. 


MAIN LINE FLEETS, INC., a Pennsylvania corporation, 
located at Gateway Center, Wayne, Pennsylvania (10-K 
annual report for the fiscal year ended December 31, 
1974) traded over-the-counter. 


The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the Company. 


Furthermore, brokers and dealers should be alert to the 
fact that pursuant to Rule 15c2-11 under the Exchange Act, 
at the termination of the suspension, no quotation may be 
entered unless and until they have strictly complied with all 
of the provisions of said rule. If any broker or dealer has 
any questions as to whether or not he has complied with 
said rule, he should not enter any quotation but immedi- 
ately contact the staff of the Securities and Exchange Com- 
mission, Division of Enforcement in Washington, D.C. If 
any broker or dealer is uncertain as to what is required by 
Rule 15c2-11, he should refrain from entering quotations 
relating to the securities in question until such time as he 
has familiarized himself with said rule and is certain that 

all of its provisions have been met. If any broker or dealer 
enters any quotation which is in violation of said rule, the 
Commission will consider the need for prompt enforcement 
action. 
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SECURITIES EXCHANGE ACT OF 1934 
Release Nos. 34-11593; IC-8893; File No. SR-13/ 
August 14, 1975 


SELF-REGULATORY ORGANIZATIONS 


In the Matter of 
Proposed Rule Change By 
National Association of Securities Dealers (“NASD”) 


Pursuant to Section 19(b)(1) of the Securities Exchange 
Act of 1934, 15 U.S.C. 78s(b)(1), as amended by Pub. L. 
No. 94-29, 16 (June 4, 1975), notice is hereby given that 
on July 16, 1975, the NASD filed with the Securities and 
Exchange Commission the following proposed rule change: 


PROPOSED AMENDMENT TO ARTICLE III, SECTION 
26 OF RULES OF FAIR PRACTICE 


At page 2104 of the Association’s Manual, Rules of Fair 
Practice, strike paragraph (a) and substitute the following: 


Application 


(a) Except for the provisions of paragraph (d), this rule 
shall apply exclusively to the activities of members in con- 
nection with the securities of an “open-end management 
investment company” as defined in the Investment Com- 
pany Act of 1940. 


(b) Definitions: 
Restate all of the present language and add the following: 


(4) The term “Rights of Accumulation” as used in para- 
graph (d) of this Rule shall mean a scale charge applicable 
to the securities being purchased is based upon the aggre- 
gate quantity of securities previously purchased or acquired 
and then owned plus the securities being purchased. The 
quantity of securities owned shall be based upon: 


a) the current value of such securities (measured by either 
net asset value or maximum offering price); or 


b) total purchases of such securities at actual offering 
prices; or 


c) the higher of the current value or the total purchases of 
such securities. 


The quantity of securities owned may also include redeem- 
able securities of other registered investment companies 
having the same principal underwriter. 


(5) The term “any person” as used in this rule shall mean 
“any person” as defined in paragraph (a) or “purchaser” as 
defined in paragraph (b) of Rule 22d-1 under the Invest- 
ment Company Act of 1940. 


At page 2105 strike paragraph (d) and substitute the fol- 
lowing: 


Sales Charge 


(d) No member shall offer or sell the shares of any operi-end 
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investment company or any “single payment” investment 
plan issued by a unit investment trust registered under the 
Investment Company Act of 1940 if the public offering 
price includes a sales charge which is excessive, taking into 
consideration all relevant circumstances. Sales charges shall 
be deemed excessive if they do not conform to the follow- 
ing provisions: 


(1) The maximum sales charge on any transaction shall not 
exceed 8.5% of the offering price. 


(2) a) Dividend reinvestment shall be made available at net 
asset value pershare to “‘any person”’ who requests such 
reinvestment at least ten days prior to the record date, sub- 
ject only to the right to limit the availability of dividend 
reinvestment to holders of securities of a stated minimum 
value, not greater than $1200, and provided that a reason- 
able service charge may be applied against each reinvest- 
ment of dividends. 


b) If dividend reinvestment is not made available on terms 
at least as favorable as those specified in subsection (2)(a), 
the maximum sales charge on any transaction shall not 
exceed 7.25% of offering price. 


(3) a) Rights of Accumulation (cumulative quantity dis- 
counts) shall be made available to “any person” for a 
period of not less than ten (10) years from the date of first 
purchase in accordance with one of the alternative quantity 
discount schedules provided in subsection (4)(a) below, as 
in effect on the date the right is exercised. 


b) If Rights of Accumulation are not made available on 
terms at least as favorable as those specified in subsection 
(3)(a), the maximum sales charge on any transaction shall 
not exceed: 


1) 8.0% of offering price if the provisions of subsection 
(2)(a) are met; or 


2) 6.75% of offering price if the provisions of subsection 
(2)(a) are not met. 


(4) a) Quantity discounts shall be made available on single 
purchases by “any person” in accordance with one of the 
following two alternatives: 


1) A maximum sales charge of 7.75% on purchases of 
$10,000 or more and a maximum sales charge of 6.25% on 
purchases of $25,000 or more; or 


2) A maximum sales charge of 7.50% on purchases of 
$15,000 or more and a maximum sales charge of 6.25% on 
purchases of $25,000 or more. 


b) If quantity discounts are not made available on terms at 
least as favorable as those specified in subsection (4)(a), the 
maximum sales charge on any transaction shall not exceed: 


1) 7.75% of offering price if the provisions of subsections 
(2)(a) and (3)(a) are met; 


2) 7.25% of offering price if the provisions of subsection 
(2)(a) are met but the provisions of subsection (3)(a) are 
not met; 


3) 6.50% of offering price if the provisions of subsection 
(3)(a) are met but the provisions of subsection (2)(a) are 
not met; 


4) 6.25% of offering price if the provisions of subsection 
(2)(a) and (3)(a) are not met. 


(5) Every member who is an underwriter of shares of an 
open-end investment company or of a “single payment” 
investment plan issued by a unit investment trust shall file 
with the Investment Companies Department of the Associa- 
tion, prior to implementation, the details of any changes or 
proposed changes in the sales charges on any such securities, 
if the changes or proposed changes would increase the effec- 
tive sales charge on any transaction. Such filings shall be 
clearly identified as an “Amendment to Investment Com- 
pany Sales Charges”’. 


PROPOSED AMENDMENT TO ARTICLE II!, SECTION 
29 OF RULES OF FAIR PRACTICE 


At page 2109-5 of the Association’s Manual, Rules of Fair 
Practice, strike paragraph (c) and substitute the following: 


Sales Charges 


(c} No member shall participate in the offering or in the 
sale of variable annuity contracts if the purchase payment 
includes a sales charge which is excessive: 


(1) Under contracts proyiding for multiple payments a 

sales charge shall not be deemed to be excessive if the sales 
charge stated in the prospectus does not exceed 8.5% of the 
total payments to be made thereon as of a date not later 
than the end of the twelfth year of such payments, pro- 
vided that if a contract be issued for any stipulated shorter 
payment period, the sales charge under such contract shall 
not exceed 8.5% of the total payments thereunder for such 
period. 


(2) Under contracts providing for single payments a sales 
charge shall not be deemed to be excessive if the prospectus 
sets forth a scale of reducing sales charges related to the 
amount of the purchase payment which is not greater than 
the following schedule: 


First $25,000 - 8.5% of purchase payment 
Next $25,000 - 7.5% of purchase payment 
Over $50,000 - 6.5% of purchase payment 


(3) Under contracts where sales charges and other deduc- 
tions from purchase payments are not stated separately in 
the prospectus the total deductions from purchase pay- 
ments (excluding those for insurance premiums and 
premium taxes) shall be treated as a sales charge for pur- 
poses of this rule and shall not be deemed to be excessive 
if they do not exceed the percentages for multiple and 
single payment contracts described in paragraphs (1) and 
(2) above. 


(4) Every member who is an underwriter and/or issuer of 
variable annuities shall file with the Variable Contracts 
Department of the Association, prior to implementation, 
the details of any changes or proposed changes in the sales 
charges of such variable annuities, if the changes or pro- 
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posed changes would increase the effective sales charge on 
any transaction. Such filings should be clearly identified as 
an “Amendment to Variable Annuity Sales Charges”. 


Statement of Basis and Purpose 


The basis and purpose of the foregoing proposed rule change 
is as follows: 


“The authority for the proposed amendments is contained 
in Section 22(b) of the Investment Company Act of 1940 
which empowers the Association to adopt rules to prevent 
its members from selling to the public redeemable securities 
issued by a registered investment company at prices which 
include an excessive sales load and allows for reasonable 
compensation for sales personnel, broker/dealers, and 
underwriters, and for reasonable sales loads to investors. 


“The purpose of the amendments is to establish a structure 
of maximum sales charges which will give effect to, among 
other things, the amount of the purchase and special 
investor privileges or benefits associated with a particular 
mutual fund or variable annuity. The Association believes 
that the amendments are necessary and appropriate in 
order to implement the provisions of Section 22(b) of the 
Investment Company Act.” 


In its letter filing the proposed amendments, the NASD 
stated its view that the proposed amendments “‘comply 
with Section 22(b) of the Investment Company Act of 
1940, are consistent with the provisions of Section 15A of 
the Securities Exchange Act of 1934, and are necessary and 
appropriate for the protection of investors and the public 
interest . .. and that such amendments will comply with 
the provisions of the Securities Act Amendments of 1975 
and . . . do not impose any burden on competition not 
necessary or appropriate in furtherance of the purposes of 
the Securities Exchange Act of 1934.” 1/ 


Within 35 days of the date of publication of this notice in 
the Federal Register, or within such longer period (i) as the 
Commission may designate up to 90 days of such date if it 
finds such longer period to be appropriate and publishes its 
reasons for so finding or (ii) as to which the abovemen- 
tioned self-regulatory organization consents, the Commis- 
sion will: 


(A) by order approve such proposed rule change, or 


(B) institute proceedings to determine whether the pro- 
posed rule change should be disapproved. 


Interested persons are invited to submit written data, views 
and arguments concerning the foregoing. Persons desiring 
to make written submissions should file 6 copies thereof 
with the Secretary of the Commission, Securities and Ex- 
change Commission, Washington, D.C. 20549. 


All interested persons are referred to the complete NASD 
filings with respect to the foregoing and all written submis- 
sions, copies of which will be available for inspection in the 
Public Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of such filing will also be available for inspec- 
tion at the principal office of the NASD, 1735 K St., 

N.W., Washington, D.C. 20006. All submissions should 


572/SEC DOCKET 


refer to the file number referenced in the caption above 
and should be submitted on or before fifteen days after 
the date of this publication. 

By the Commission. 


George A. Fitzsimmons 
Secretary 


1/_ NASD File No. 16-1-2-35, July 16, 1975. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11594/August 14, 1975 


The Securities and Exchange Commission today announced 
pursuant to Section 12(k) of the Securities Exchange Act 
of 1934 (“Exchange Act”) the temporary suspension of the 
over-the-counter trading in the securities of Chill Can 
Industries, Inc., a Florida corporation at 851 South High 
Street, Columbus, Ohio for the ten day period commencing 
at 12:10 p.m. (EDT) on August 14, 1975 and terminating 
at midnight (EDT) on August 23, 1975. 


The suspension was ordered because of the unavailability 
of adequate and accurate information about the corpora- 
tion and its financial condition and operations. 


Chill Can Manufacturing Company, owner of all substantial 
assets of Chill Can Industries, Inc., is currently non-opera- 
tional, insolvent and in Oklahoma State Court receivership. 
In addition, Chill Can Industries, Inc. has not filed any 
periodic reports required by Section 13 of the Exchange 
Act. . 


The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the suspension, no quotation may 
be entered unless and until they have strictly complied 
with all of the provisions of said rule. If any broker or 
dealer has any questions as to whether or not he has com- 
plied with said rule, he should not enter any quotation but 
immediately contact the staff of the Securities and Ex- 
change Commission, Division of Enforcement in Washing- 
ton, D.C. If any broker or dealer is uncertain as to what is 
required by Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question until such 
time as he has familiarized himself with said rule and is 
certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in viola- 
tion of said rule, the Commission will consider the need for 
prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11595/August 14, 1975 
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ADOPTION OF SPECIAL INSTRUCTIONS TO 
REVISED FORM BD 


Introduction 


The Securities and Exchange Commission today announced 
the adoption of special instructions to revised Form BD. 1/ 


Form BD is to be used to apply for license or membership 
as a broker-dealer with a number of jurisdictions and the 
NASD, as well as for registration with the Commission. 
Accordingly, for purposes of uniformity, the general in- 
structions to the form were drafted so that they might be 
used by each agency, jurisdiction and organization accept- 
ing the form. Inasmuch as some of these regulatory entities 
may have special requirements and procedures for preparing 
and filing the form, it was determined that each could pre- 
pare such special instructions to Form BD as were necessary 
to carry out its responsibilities. Accordingly, the Commis- 
sion has adopted a brief set of special instructions for 
applicants filing Form BD with the Commission. 


The special instructions do not implement, interpret, or 
prescribe law or policy . Rather, they serve to: 


(1) inform applicants of the Commission’s procedural 
requirements regarding the preparation and filing of Form 
BD; 


(2) direct applicants to certain Commission rules regarding 
collateral documents to be filed with Form BD, amend- 
ments to Form BD, and SECO membership; 


(3) make disclosures to applicants required by the Privacy 
Act (P.L. 93-579); 


(4) advise applicants of the proscriptions of Section 709 of 
Title 18 of the United States Code (“False Advertising or 
Misuse of Names to indicate Federal Agency”); and 


(5) direct applicants to designate a recipient for service of 
notice of Commission proceeding. 


In view of the foregoing, the Commission finds that the 
relevant provisions of the Administrative Procedure Act 
(5 USC 553) requiring notice and public procedure are 
inapplicable. 


Statutory Authority 

The special instructions to revised Form BD are adopted, 
effective October 1, 1975, pursuant to Sections 15(b), 
17(a) and 23(a) of the Securities Exchange Act of 1934. 
Text of the Special Instructions to Form BD 


The text of the special instructions to Form BD is as 
follows: 


SPECIAL INSTRUCTIONS FOR COMPLETING FORM 
BD UNIFORM APPLICATION FOR REGISTRATION 
AS A BROKER-DEALER OR TO AMEND SUCH AN 
APPLICATION 


UNDER SECTIONS 15(b), 17(a) and 23(a) OF THE 





SECURITIES EXCHANGE ACT OF 1934 AND THE 
RULES AND REGULATIONS THEREUNDER, THE 
COMMISSION IS AUTHORIZED TO SOLICIT THE 
INFORMATION REQUIRED TO BE SUPPLIED BY 
THIS FORM FROM APPLICANTS FOR REGISTRA- 
TION AS A BROKER-DEALER (AND PERSONS 
ASSOCIATED WITH APPLICANTS). DISCLOSURE OF 
THE INFORMATION SPECIFIED ON THIS FORM IS 
MANDATORY PRIOR TO PROCESSING OF APPLICA- 
TIONS FOR REGISTRATION AS A BROKER-DEALER, 
EXCEPT SOCIAL SECURITY NUMBERS, DISCLOSURE 
OF WHICH IS VOLUNTARY. THE INFORMATION 
WILL BE USED FOR THE PRINCIPAL PURPOSE OF 
DETERMINING WHETHER THE COMMISSION 
SHOULD GRANT OR DENY REGISTRATION TO AN 
APPLICANT; SOCIAL SECURITY NUMBERS, IF 
FURNISHED, WILL BE USED ONLY TO ASSIST THE 
COMMISSION IN IDENTIFYING APPLICANTS AND, 
THEREFORE, IN PROMPTLY PROCESSING APPLICA- 
TIONS: INFORMATION SUPPLIED ON THIS FORM 
WILL BE INCLUDED ROUTINELY IN THE PUBLIC 
FILES OF THE COMMISSION AND WILL BE AVAIL- 
ABLE FOR INSPECTION BY ANY INTERESTED PER- 
SON. A FORM WHICH IS NOT PREPARED AND 
EXECUTED IN COMPLIANCE WITH APPLICABLE 
REQUIREMENTS MAY BE RETURNED AS NOT 
ACCEPTABLE FOR FILING. ACCEPTANCE OF THIS 
FORM, HOWEVER, SHALL NOT CONSTITUTE ANY 
FINDING THAT IT HAS BEEN FILED AS REQUIRED 
OR THAT THE INFORMATION SUBMITTED IS TRUE, 
CURRENT, OR COMPLETE. INTENTIONAL MIS- 
STATEMENTS OR OMISSIONS OF FACT CONSTITUTE 
FEDERAL CRIMINAL VIOLATIONS. (SEE 18 U.S.C. 
1001 and 15 U.S.C. 78ff(a) ) 


SECTION 709 OF TITLE 18 OF THE UNITED STATES 
CODE PROVIDES THAT IT SHALL BE A CRIMINAL 
OFFENSE FOR ANYONE TO USE THE WORDS 
“NATIONAL,” “FEDERAL,” “UNITED STATES,” 
“RESERVE,” OR “DEPOSIT INSURANCE” AS PART 
OF THE BUSINESS OR FIRM NAME OF A PERSON, 
CORPORATION, PARTNERSHIP, BUSINESS TRUST, 
ASSOCIATION OR OTHER BUSINESS ENTITY EN- 
GAGED IN THE BROKERAGE BUSINES, EXCEPT AS 
PERMITTED BY THE PROVISIONS OF THAT SECTION 
OR AS OTHERWISE PERMITTED BY THE LAWS OF 
THE UNITED STATES. IF ANY OF SUCH WORDS IS 
USED AS PART OF THE BUSINESS OR FIRM NAME 
OF ANY APPLICANT, THERE SHOULD BE INCLUDED 
WITH THE COMPLETED FORM BD AN OPINION OF 
COUNSEL SETTING FORTH THE BASIS ON WHICH 
THE USE OF ANY SUCH WORD IS PERMITTED. 


APPLICANTS WHO ARE NOT, AND DO NOT INTEND 
TO BECOME, MEMBERS OF THE NATIONAL ASSOCIA- 
TION OF SECURITIES DEALERS, INC., SHOULD NOTE 
THE PROVISIONS OF SECTIONS 15(b)(7), (8), AND 

(9} OF THE SECURITIES EXCHANGE ACT OF 1934 
AND THE RULES THEREUNDER. 


Introduction 


Form BD was revised effective October 1, 1975, and all 
references herein relate to the revised form. 
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Who Must File 





Every broker or dealer whose registration is effective, or 
whose application for registration is pending on October 1, 
1975, is required to file as an amendment to the registra- 
tion or application a complete Form BD. Form BD is to 

be filed the first time an amendment otherwise is filed, but 
in no event later than 120 days after October 1, 1975. 


Every broker or dealer who submits an application for 
registration to the Commission on or after October 1, 1975, 
shall file as an application a complete Form BD. 


How and Where to File 


Form BD and the appropriate schedules are to be filed in 
triplicate with the Securities and Exchange Commission, 
Washington, D.C. 20549. All three copies of the form filed 
with the Commission shall be executed with a manual 
signature and notarized on the execution page. An exact 
copy should be retained. Copies of the form and schedules 
may be obtained from any office of the Commission. 
Copies of the form, mechanically duplicated, are accept- 
able for filing if an original manual signature is affixed to 
the execution page of each copy after duplication. The 
form may be duplicated by any method producing legible 
copies of type size identical to that in the form on good 
quality, unglazed, white paper 8% x 11 inches in size. 


Filing Form BD as an Application 


Rule 15b1-2 requires a statement of financial condition to 
be filed in duplicate with every application for registration 
as a broker-dealer with the Securities and Exchange Com- 
mission. This rule also requires certain statements and 
representations concerning the business of the applicant. 

A separate oath or affirmation must be attached to the 
financial statement and the statements and representations. 
(See Securities Exchange Act Release No. 9594, May 12, 
1972). 


The DESIGNATION OF RECIPIENT FOR SERVICE OF 
NOTICE OF COMMISSION PROCEEDING attached to 
these special instructions must be completed and sub- 
mitted in triplicate with every application for registration 
as a broker-dealer with the Commission. 


Consult Rules 15b1-5 and 17a-7 under the Securities Ex- 
change Act of 1934 to determine whether any nonresident 
of the United States named in the form is required to file a 
consent and power of attorney, or a notice or undertaking 
with respect to books and records. Appropriate forms will 
be sent upon request. 


If this form is filed as an application by a broker-dealer on 
behalf of a successor not yet formed or organized, the 
information furnished shall relate to the successor to be 
formed. The form shall be executed by the predecessor. 
Section 15(b) of the Securities Exchange Act of 1934 and 
Rule 15b2-1 thereunder provide that registration shall 
terminate on the forty-fifth day after the effective date 
unless prior thereto the successor shall adopt the applica- 
tion as its own. This procedure cannot be used where the 
successor is a sole proprietor. 
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How to Complete Form BD 


Item 1. Broker-dealers who were registered or whose reg- 
istration was pending with the Commission on October 1, 
1975, check Item 1 on the execution page to designate the 
filing as am AMENDMENT and answer all other items in the 
form completely. If any item is not applicable, indicate by 
“none” or “N/A.” 


Subsequently, when amending Form BD, check and com- 
plete those items which are being amended or which have 
changed since the most recent previous filing, and com- 
plete all other items on the page or pages being amended. 
File the amended pages with completed copies of the 
execution page. 


Broker-dealer filing Form BD as an application for registra- 
tion, check Item 1 on the execution page to designate the 
filing as an APPLICATION and answer all other items 
completely. If any item is not applicable, indicate by 
“none” or “N/A.” 


Item 7(a). Complete if applicant is taking over substanti- 
ally all the assets and liabilities and continuing the business 
of a registered broker-dealer. 


Item 7(b). Give details on Schedule E including the name 
and address of the other firm. 


Item 8(b). Reminder: \f a registered partnership is dis- 
solved and a new one is created to continue the business 

of the old one, the new partnership must file a new applica- 
tion for registration as a broker-dealer. (See Rule 15b1-3 
concerning successor filings) 


Item 16. Answer this item for the applicant as identified in 
Item 2(a) and not for associated persons. 


Amending Form BD 


Rule 15b3-1 requires that if the information contained in 
the application for registration, or in any supplement or 
amendment thereto, is or becomes inaccurate for any rea- 
son, an amendment correcting such information must be 
filed promptly on Form BD. 


WHEN ANY ITEM ON A PAGE IS AMENDED, IT IS 
NECESSARY TO ANSWER ALL ITEMS ON THE PAGE 
BEING AMENDED. PAGES WHICH CONTAIN OB- 
SOLETE INFORMATION ARE RETIRED TO THE 
COMMISSION’S INACTIVE FILES. 


DESIGNATION OF RECIPIENT FOR SERVICE OF 
NOTICE OF COMMISSION PROCEEDING 


Applicant consents that the notice of any proceeding 
before the Securities and Exchange Commission in con- 
nection with its application for registration, or its registra- 
tion, as a broker-dealer may be given by sending notice by 
registered or certified mail or confirmed telegram to the 
person named below, at the address given. 




















(LAST NAME) (FIRST NAME) (MIDDLE NAME) 
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(NUMBER AND STREET) 





(CITY) (STATE) 


The Commission has determined that the adoption of the 
special instructions to Form BD will not impose a burden 
on competition. 


(ZIP CODE) 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ Adoption of Form BD was announced in Securities 
Exchange Act Release No. 11424, May 16, 1975, and cer- 
tain revisions were made in Securities Exchange Act Re- 
lease No. 11530, July 10, 1975. 








HOLDING COMPANY ACT 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19121/August 8, 1975 


SEE SECURITIES ACT Release No. 5604/August 8, 1975 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19122/August 8, 1975 


SEE SECURITIES ACT Release No. 5605/August 8, 1975 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19123/August 8, 1975 


In the Matter of 


THE CONNECTICUT LIGHT AND POWER COMPANY 
Selden Street 

Berlin, Connecticut 06037 

(70-5720) 


NOTICE OF PROPOSAL TO ISSUE AND SELL FIRST 
MORTGAGE BONDS AND PREFERRED STOCK AT 
COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that The Connecticut Light 
and Power Company (““CL&P”), an electric utility sub- 
sidiary company of Northeast Utilities, a registered holding 
company, has filed an application with this Commission 
pursuant to the Public Utility Holding Company Act of 
1935 (“Act”), designating Section 6(b) of the Act and 
Rule 50 promulgated thereunder as applicable to the fol- 
lowing proposed transactions. All interested parties are 





referred to said application, which is summarized below, 
for a complete statement of the proposed transactions. 


CL&P proposes to issue and sell, at competitive bidding, up 
to $50 million principal amount of its First and Refunding 
Mortgage __— % Bonds, Series CC (“bonds”). The maturity 
date of the bonds will be not less than five nor more than 
thirty years from September 1, 1975. The interest rate, 
which shall be a multiple of 1/8 of 1%, and the price, 
which will be not less than 99% nor more than 102.75% of 
the principal amount thereof, will be determined by 
competitive bidding. The bonds will be issued under the 
Indenture of Mortgage and Deed of Trust dated as of May 
1, 1921 (“Indenture”) between CL&P and Bankers Trust 
Company, Trustee, as supplemented and amended from 
time to time, and as further supplemented by a supple- 
mental indenture to be dated September 1, 1975 (“‘sup- 
plemental indenture”). The supplemental indenture pro- 
vides, among other things, that bonds shall not be redeemed 
at the applicable general redemption price prior to Septem- 
ber 1, 1980, from the proceeds of borrowings secured by 
CL&P at an effective interest cost to CL&P of less than the 
effective interest cost of the bonds. The supplemental in- 
denture further provides for a mandatory cash sinking 
fund, so long as any bonds are outstanding, in the annual 
amount of $2,500,000 commencing September 1, 1975 
continuing to and including September 1, 1999. 


CL&P also proposes to issue and sell, at competitive bid- 
ding, 400,000 shares of its Preferred Stock—Series L 
(“preferred stock”), par value $50 per share. The dividend 
rate, which shall be a multiple of $0.04 and the price to be 
paid to CL&P, which will be not less than $50 nor more 
than $51.375 per share, will be determined by the competi- 
tive bidding. The terms of the preferred stock include a pro- 
hibition, until September 1, 1980, against redeeming the 
preferred stock through the use, directly or indirectly, of 
borrowings or the proceeds of the issuance of stock rank- 
ing prior to or on a parity with the preferred stock as to 
dividends or assets, if such borrowings or stock have an 
effective interest or dividend cost to CL&P of less than the 
effective dividend cost of the preferred stock. The terms 
of the preferred stock also provide for a cumulative sinking 
fund commencing September 1, 1980, to the extent any 
funds of CL&P are legally available therefor, for the annual 
redemption or purchase of 20,000 shares of the preferred 
stock. The redemption price will equal the initial public 
offering price plus accrued dividends to the date of 
redemption. 


The application states that CL&P will use the net proceeds 
from the sale of the bonds and preferred stock, together 
with a capital contribution of $20 million which Northeast 
Utilities will make in December, 1975, to repay short-term 
borrowings incurred for the purpose of financing CL&P’s 
1974-1975 construction program. Such short-term borrow- 
ings will aggregate an estimated $60 million at the time of 
the aforementioned sales. The balance of the proceeds of 
the sales will be used to finance, in part, CL&P’s 1975- 
1976 construction program. 


A statement of the fees, commissions, and expenses 
incurred or to be incurred in connection with the proposed 
transactions will be supplied by amendment. The approval 
of the Connecticut Public Utilities Commission is required 
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for the issuance of the bonds and preferred stock. It is 
stated that no other State commission, and no Federal 
commission, other than this Commission, has jurisdiction 
over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than September 2, 1975, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said application which he desires to 
controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A copy 
of such request should be served personally or by mail (air 
mail if the person being served is located more than 500 
miles from the point of mailing) upon the applicant at the 
above-stated address, and proof of service (by affidavit or, 
in case of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the applica- 
tion, as filed or as it may be amended, may be granted 

as provided in Rule 23 of the General Rules and Regula- 
tions promulgated under the Act, or the Commission may 
grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any notices 
and orders issued in this matter, including ‘the date of 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19124/August 12, 1975 


In the Matter of 


GEORGIA POWER COMPANY 
Atlanta, Georgia 
(70-5537) 


ORDER AUTHORIZING TRANSACTIONS RELATED 
TO FINANCING OF POLLUTION CONTROL 
FACILITIES 


Georgia Power Company (“Georgia”), an electric utility 
subsidiary company of The Southern Company, a reg- 
istered holding company, has filed an application-declara- 
tion and amendments thereto with this Commission pur- 
suant to Sections 6(b), 9(a), 10, and 12(d) of the Public 
Utility Holding Company Act of 1935 (““Act’’) and Rules 
44 and 50(a)(5) promulgated thereunder regarding the 
following proposed transactions. 


Georgia states that in order to comply with prescribed air 
and water quality control standards of the State of Georgia 
it has been and will be necessary to construct certain pollu- 
tion control facilities. The filing relates to Georgia’s pro- 
Nosal for the financing of pollution control facilities for 
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use in connection with its Arkwright, Bowen, McDonough, 
Mitchell, and Yates steam plants located, respectively, in 
Bibb, Bartow, Cobb, Dougherty, and Coweta Counties, 
Georgia. It is intended that the Development Authority 
(“Authority”) of each of such counties will issue its re- 
spective pollution control revenue bonds (“Revenue 
Bonds”) for the purpose of paying the costs of the con- 
struction and equipping of the pollution control facilities 
at said plants (“Projects”). 


Georgia proposes to enter into Installment Sale Agree- 
ments (“Agreements”) with the Authorities of Bibb, Cobb, 
Dougherty, and Coweta Counties which will provide for 
the construction and equipping of the Projects by the 
Authorities and the issuance by the Authorities of Revenue 
Bonds in aggregate principal amount presently estimated 
not to exceed $24,300,000, sufficient to cover the cost of 
construction of the Projects. Such $24,300,000 of Revenue 
Bonds is broken down by counties as follows: Bibb County- 
$3,300,000; Cobb County-$8,500,000; Dougherty County- 
$2,200,000; and Coweta County-$10,300,000. The pro- 
ceeds of the sales of the Revenue Bonds of said four 
counties will be deposited by the Authorities with a Trustee 
under indentures to be entered into between the Authorities 
and such Trustee pursuant to which the Revenue Bonds 
are to be issued and secured. Such proceeds will be applied 
to payment of the cost of construction of the Projects. 
The Agreements also will provide for the sale of the Projects 
to Georgia, the payment by Georgia of the purchase price 
of each of the Projects in semi-annual installments over a 
term of years, and the assignment to the Trustee of the 
Authorities’ interest in, and of the moneys receivable by 
the Authorities under, the Agreements. The Agreements 
will provide that the purchase prices of the Projects pay- 
able by Georgia will be such amounts, including interest 
thereon, as shall be sufficient (together with other moneys 
held by the Trustee under the indentures for that pur- 
pose) to pay the principal of and interest on the Revenue 
Bonds as the same become due and payable. The Agree- 
ments will also obligate Georgia to pay the fees and 
charges of the Trustee. The Agreements will provide that 
Georgia may at any time, so long as it is not in default 
thereunder, prepay the purchase price for the Projects, 
including accrued interest thereon, in whole or in part, such 
payments to be sufficient to redeem or purchase outstand- 
ing Revenue Bonds in the manner and to the extent pro- 
vided in the indentures. The indentures will provide that 
the Revenue Bonds will be redeemable (a) at any time on 
or after 10 years from the date of issuance, in whole or in 
part, at the option of Georgia, initially with a premium of 
3% of the principal amount and declining by % of 1% 
thereafter and (b) in whole, at the option of Georgia, in 
certain other situations. The Revenue Bonds will mature 
in 30 years, and such bonds will be entitled to the benefit 
of serial maturities and/or mandatory redemption sinking 
finds calculated to retire not less than 25% of the aggre- 
gate principal amount of the issues prior to maturity. 


Georgia also proposes to enter into an amendment 
(“Amendment”) to the Agreement of Sale dated as of 
November 1, 1973, between the Bartow County Authority 
and Georgia (‘‘Original Agreement”), pursuant to which 
the Bartow Authority purchased the then existing portions 
of the Bowen Project and undertook to complete its con- 
struction and to sell the completed Bowen Project to 
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Georgia for a purchase price payable in semi-annual install- 
ments over a term of years. (See HCAR No. 18088 
(September 12, 1973) and 18159 (November 7, 1973). ) 
The Bartow Authority issued its pollution control revenue 
bonds (“Original Bonds”) in the aggregate principal 
amount of $41,000,000, then estimated to be sufficient to 
cover the Cost of Construction of the Bowen Project. Such 
proceeds have been applied to payment of the Cost of 
Construction of the Bowen Project; however, Georgia has 
determined that the total Cost of Construction of the 
Bowen Project will exceed the proceeds of the Original 
Bonds. Consequently, Georgia proposes to enter into the 
Amendment with the Bartow Authority as required by 

the Original Agreement to provide for additional pay- 
ments of purchase price for the Bowen Project sufficient 
(together with other moneys held by the Bartow Trustee 
under the Original Indenture for that purpose) to pay the 
principal of and interest on up to $7,400,000 of additional 
Bartow Revenue Bonds as they become due and payable. 
The Amendment to the Original Agreement provides that 
Georgia may prepay the purchase price (a) at any time on 
or after ten years from the date of issuance of the Revenue 
Bonds in whole or in part at the option of Georgia and (b) 
in whole, without premium, at the option of Georgia, in 
certain other specified contingencies. The Bartow Auth- 
ority and the Bartow Trustee will enter into a supplement 
(“Supplement”) to the Original Indenture pursuant to 
which the additional Bartow Revenue Bonds will be issued 
and secured. The Supplement will provide for redemption 
provisions for such Bonds comparable to those provided 
for the Original Bonds. It is proposed that the additional 
Bartow Revenue Bonds will mature in 30 years and will be 
entitled to the benefit of serial maturities and/or a man- 
datory redemption sinking fund calculated to retire not 
less than 25% of the aggregate principal amount of said 
Bonds prior to maturity. 


In order to obtain the benefit of a rating for the Revenue 
Bonds equivalent to the rating enjoyed by the first mort- 
gage bonds outstanding under its Indenture dated as of 
March 1, 1941, between Georgia and Chemical Bank, as 
Trustee, as supplemented and amended (“‘Mortgage’’), 
which rating Georgia has been advised may be thus at- 
tained, Georgia proposes to obtain the authentication of 
certain series of such first mortgage bonds (“Collateral 
Bonds”) under the Mortgage, as proposed to be supple- 
mented by supplemental indentures. To secure its obliga- 
tions under the Agreements, Georgia proposes to deliver to 
the Trustee to be held as collateral the Collateral Bonds in 
principal amount equal to the principal amount of the 
Revenue Bonds to be issued by the Authorities. The Bar- 
tow Collateral Bonds will have, when, as, and if interest is 
payable thereon, a stated interest rate equal to the interest 
rate per annum to be borne by the Bartow Authority's 
Bonds. Georgia states that the Original Indenture requires 
that the Bartow Supplemental Indenture be of like tenor 
to the supplemental indenture providing for the collateral 
first mortgage bonds heretofore delivered to the Bartow 
Trustee. (See HCAR No. 18088 (September 12, 1973). ) 
The Bartow Supplemental Indenture will provide that 
unless default occurs on the Bartow Collateral Bonds, no 
interest in respect of the Bartow Collateral Bonds shall 
accrue or become payable. The Bartow Supplemental In- 
denture will provide that upon acceleration by the Bartow 
Trustee of payments under the Original Agreement, as 





amended, such Trustee may demand the mandatory re- 
demption of the Bartow Collateral Bonds then held by it 
as collatera! at a redemption price equal to the principal 
amount thereof plus accrued interest, if any, to the date 
fixed for the redemption. The Bibb, Cobb, Dougherty, and 
Coweta Collateral Bonds will bear interest at a rate equal 
to the interest rate per annum to be borne by their respec- 
tive Revenue Bonds. It will be provided by supplemental 
indenture, however, that the obligation of Georgia to make 
payments with respect to the Bibb, Cobb, Dougherty, and 
Coweta Collateral Bonds will be satisfied to the extent that 
Payments are made under the Agreements sufficient to 
meet payments when due in respect of the respective 
Revenue Bonds. It will also be provided that upon accelera- 
tion by the Trustee of the principal amount of all outstand- 
ing Bibb, Cobb, Dougherty, and Coweta Revenue Bonds 
under the indentures, the Trustee may demand the man- 
datory redemption of the Collateral Bonds then held by 

it as collateral at a redemption price equal to the principal 
amount thereof plus accrued interest, if any, to the date 
fixed for redemption. 


The indentures will provide that, upon deposit with the 
Trustee of funds sufficient to pay or redeem all or any part 
of the Revenue Bonds, or upon direction to the Trustee by 
Georgia to so apply funds available therefor, or upon de- 
livery of outstanding Revenue Bonds to the Trustee by or 
for the account of Georgia, the Trustee will be obligated 

to deliver to Georgia or for the account of Georgia the Col- 
lateral Bonds then held as collateral in an aggregate prin- 
cipal amount equal to the aggregate principal amount of 
Revenue Bonds for the payment or redemption of which 
such funds have been deposited or applied or which shall 
have been so delivered. 


In order to comply with the appropriate statute of the 
State of Georgia, it will be necessary for Georgia to convey 
to the Authorities such portion of the Projects as are now 
owned by Georgia (“Existing Facilities’’) subject to the 
Mortgage, except in the case of the Bartow Bonds where 
such conveyance has already been made. Under the Agree- 
ments with Bibb, Cobb, Dougherty, and Coweta Counties, 
Georgia will receive, out of the proceeds of the Revenue 
Bonds, an amount equal to Georgia's original cost for the 
Existing Facilities. The Existing Facilities will thereupon 
become a part of the Projects which are to be provided by 
the Authorities of said four counties and which Georgia 
proposes to purchase as provided in the Agreements. 


It is contemplated that the Revenue Bonds will be sold by 
all of the Authorities pursuant to arrangement with a 

group of underwriters represented by Merrill Lynch, Pierce, 
Fenner & Smith Incorporated. In accordance with the laws 
of the State of Georgia, the interest rate to be borne by the 
Revenue Bonds will be fixed by the Authorities. Georgia will 
not be party to the underwriting arrangements for the 
Revenue Bonds. Bond counsel are to issue an opinion that 
interest on the Revenue Bonds will be exempt from Federal 
income taxation. Georgia has been advised that the annual 
interest rates on obligations, the interest on which is tax 
exempt, historically have been and can be expected at the 
time of issue of the Revenue Bonds, to be 1%2% to 24% 
lower than the rates of obligations of like tenor and com- 
parable quality, interest on which is fully subject to Fed- 
eral income tax. 
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The issuance of the Collateral Bonds has been authorized 
by the Georgia Public Service Commission. No other State 
commission and no Federal commission, other than this 
Commission, has jurisdiction over the proposed transac- 
tions. Georgia states that the competitive bidding require- 
ments of Rule 50 in respect of the issuance of the’Col- 
lateral Bonds are inappropriate under the circumstances 
described herein, inasmuch as the Collateral Bonds are to 
be issued and pledged solely to secure Georgia’s obligations 
to the Authorities and no public offering of the Collateral 
Bonds is to be made. The fees and expenses to be incurred 
in connection with the proposed transactions are estimated 
at $134,000 including legal fees of $54,500 and account- 
ants’ fee of $26,800. 


Due notice of the filing of said application-declaration, as 
amended, has been given in the manner prescribed in Rule 
23 promulgated under the Act (HCAR No. 18541), and no 
hearing has been requested of or ordered by the Commis- 
sion. Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers that 
said application-declaration, as amended, be granted and 
permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended, be, and it hereby is, granted and per- 
mitted to become effective forthwith, subject to the terms 
and conditions prescribed in Rule 24 promulgated under 
the Act. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to (i) the semi-annual in- 
stallment payment obligations to be undertaken by 
Georgia pursuant to the proposed Agreements with the 
Authorities and (ii) the interest rate to be borne by 
Georgia’s Collateral Bonds, insofar as the foregoing matters 
are affected by the effective interest rate or rates of the 
Revenue Bonds to be sold by the Authorities in connec- 
tion with the transactions proposed in this proceeding. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19125/August 13, 1975 


Admin. Proc. File Nos. 3-288 and 3-4708 
In the Matter of 


NORTHEAST UTILITIES 
(70-4306) 


THE CONNECTICUT LIGHT AND POWER COMPANY 
THE HARTFORD ELECTRIC LIGHT COMPANY 
THE CONNECTICUT GAS COMPANY 
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Hartford, Connecticut 06101 
(54-252) 


ORDER FOR HEARING ON PROPOSAL TO SELL GAS 
PROPERTIES AND CONSOLIDATION WITH A PRIOR 
PROCEEDING WITH RESPECT TO SUCH PROPER- 
TIES; DENIAL OF MOTIONS TO DISMISS OR TO 
DEFER HEARING; DISMISSAL OF A PARTY 


The Connecticut Light and Power Company (“CL&P”) and 
The Hartford Electric Light Company (“HELCO”), electric 
utility subsidiaries of Northeast Utilities (““Northeast’’), a 
registered holding company, and The Connecticut Gas Com- 
pany (“Conn Gas”), a wholly owned, small pipeline sub- 
sidiary of CL&P, have filed with this Commission a plan in 
the form of a joint declaration pursuant to Section 11(e) 
and other provisions of the Public Utility Holding Com- 
pany Act of 1935 (“‘Act’’). A notice summarizing the pro- 
posal was issued on March 19, 1975 (HCAR No. 18874). 


CL&P and HELCO propose to sell their gas utility proper- 
ties, including the assets of Conn Gas, to the Connecticut 
Natural Gas Corporation (“CNG”), a gas utility company in 
Connecticut, and to the Town of Wallingford, Connecticut 
(“Wallingford”). The purchasers are two of several inter- 
ested purchasers which submitted bids to acquire all or a 
portion of the gas properties. It is stated that the CNG and 
Wallingford bids were selected as the most favorable to 
CL&P and HELCO. The sales agreements between CL&P 
and HELCO and CNG provide that CNG will purchase all 
of the gas properties except those located within the Wal- 
lingford township which will be acquired by Wallingford. 
The agreement with Wallingford is conditional upon the 
sale of the remaining properties to CNG. CNG has indicated 
that it is willing to purchase the Wallingford properties if, 
for specified reasons, Wallingford is unable to purchase 
them. Thus, 2uthority is sought for the alternative sale of 
these properties to CNG. 


In response to the notice of filing, several petitions for 
intervention and requests for a hearing have been filed. Two 
of these petitioners are the City of Hartford and The Con- 
sumer Counsel for the Connecticut Public Utilities Com- 
mission. Requests for a hearing and in opposition to the 
proposed sale have also been filed by Financial Planning 
Associates (“FPA”) and by Southern Connecticut Gas 
Company (“Southern”), two unsuccessful bidders for the 
properties. Petitions to intervene in any hearing that may 
be ordered have also been filed by CNG and Wallingford. 


The objections relate to the price, whether competitive 
conditions have been maintained pursuant to Section 
12(d) of the Act, and the impact of the proposed sale upon 
rates to consumers. CL&P and HELCO have filed an 
answer to these objections. 


All who oppose the sale have filed motions to defer a hear- 
ing in this proceeding pending a decision by the Connecti- 
cut'commission on the sale or transfer. One of them, South- 
ern, also requests that the application before this Commis- 
sion should be dismissed. All these motions will be denied. 
The possibility that the State commission may not auth- 
orize the sale or transfer is no reason to postpone a hearing 
on an application that is properly before us. 
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in April 1966 we approved the acquisition by Northeast of 
the common stock of CL&P and HELCO, but such ap- 
proval was expressly limited only to the electric utility 
properties of CL&P and HELCO. We found that these 
properties, together with the electric properties in Mas- 
sachusetts owned by Northeast through another subsidiary, 
constituted a single integrated electric system. Northeast 
Utilities, 42 SEC 963, 968 (1966). We explicitly stated, 
among other things, that the question as to whether the 

gas properties “. . . may remain under common control 
within the proposed holding-company system of Northeast 
are subject to determination in future proceedings before 
us.” The ownership interest which Northeast then acquired 
in the gas properties was only an interim and temporary 
acquisition. 


The pending proceeding provides an appropriate occasion 
for us to answer definitively the questions we left open in 
1966. We shall accordingly reinstitute the prior proceeding 
(File No. 70-4306) and consolidate the two proceedings 
for hearing. 


The Division of Corporate Regulation of the Commission 
has advised us that it has made a preliminary examination 
of the joint-declaration and that, upon the basis thereof, 
the following matters and questions are presented for con- 
sideration, without prejudice, however, to the presentation 
of additional matters and questions upon further examina- 
tion: 


(1) Whether the proposed sales of the gas properties by 
CL&P and HELCO are for a fair and reasonable considera- 
tion; 


(2) Whether competitive conditions of the bidding were 
properly maintained; 


(3) Whether the proposed transactions comply with the 
applicable requirements of the Actin other respects; and 


(4) Whether, in the event the sale now proposed is not 
approved or consummated, the common ownership of the 
gas and electric properties in the Northeast system should 
be ordered terminated by another form of sale of the gas 
properties or in some other manner that may be necessary 
or appropriate under the Act. 


It appearing to the Commission that it is appropriate in 
the public interest and in the interest of investors and con- 
sumers that a public hearing be held with respect to the 
proposed transactions; that the prior proceeding be rein- 
stituted to resolve definitively issues regarding the owner- 
ship within the Northeast system of the CL&P and 
HELCO gas properties; that common questions of law and 
fact exist in these two proceedings, and pursuant to Rule 
10 of the Commission’s Rules of Practice it is appropriate 
that these proceedings be consolidated; that all interested 
persons be afforded an opportunity to be heard; and that 
the pending proposal should not be authorized or approved 
except pursuant to further order of the Commission: 


IT IS ORDERED, accordingly, that a hearing be held on 
September 17, 1975, at 10 A.M. in Room 776 of the 
offices of the Securities and Exchange Commission, to be 
designated by the hearing room clerk. 





IT iS FURTHER ORDERED that the motions to dismiss 
or to defer, as aforesaid, be, and they hereby are, denied. 


IT IS FURTHER ORDERED that the prior proceedings as 
aforesaid, is hereby reinstituted and the same hereby is 
consolidated for hearing with the pending proceeding. 


IT iS FURTHER ORDERED that Northeast Utilities 
Service Company, having no proprietary or other interest 
in the gas properties of CL&P and HELCO be, and it here- 
by is, dismissed as a party to the joint declaration. 


IT iS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved to separate, in whole or in part, either 
for hearing or for disposition, any issues or questions 
which may arise in these proceedings and to take such 
other action as may appear conducive to an orderly, 
prompt, and economical disposition of the matters 
involved. 


IT IS FURTHER ORDERED that an Administrative Law 
Judge, hereafter to be designated, shall preside at said hear- 
ing. The officer so designated is hereby authorized to 
exercise all powers granted to the Commission under Sec- 
tion 18(c) of the Act and to the hearing officer under the 
Commission’s Rules of Practice. 


IT iS FURTHER ORDERED that the Secretary of the 
Commission shall serve a copy of this order by certified 
mail upon Northeast, upon the applicants herein, and upon 
those who have filed petitions for interventions or re- 
quests for a hearing. Notification to all other interested 
persons shall be given by the general release of the Com- 
mission and by publication of this order in the Federal 
Register. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19126/August 14, 1975 


In the Matter of 


GRANITE STATE ELECTRIC COMPANY 
MASSACHUSETTS ELECTRIC COMPANY 
THE NARRAGANSETT ELECTRIC COMPANY 
NEW ENGLAND POWER COMPANY 

NEW ENGLAND ELECTRIC SYSTEM 

20 Turnpike Road 

Westborough, Massachusetts 01581 

(70-5624) 


NOTICE OF FILING OF POST-EFFECTIVE AMEND- 
MENT REGARDING AN INCREASE IN SHORT-TERM 
BORROWINGS BY A SUBSIDIARY 


NOTICE IS HEREBY GIVEN that New England Electric 
System (“NEES”), a registered holding company, and 
Granite State Electric Company (“Granite”), Massa- 
chusetts Electric Company (“Mass Electric”), The Nar- 
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ragansett Electric Company (“Narragansett”), and New 
England Power Company (““NEPCO”), its subsidiary 
electric utility companies, (“‘the borrowing companies”), 
have filed with this Commission a post-effective amend- 
ment to its application-declaration previously filed in this 
matter pursuant to the Public Utility Holding Company 
Act of 1935 (“Act”), designating Sections 6(a), 7, 9(a), 
10 and 12 of the Act and Rules 42, 43, 45 and 50 promul- 
gated thereunder as applicable to the proposed transac- 
tions. All interested persons are referred to the application- 
declaration, as now amended, which is summarized below, 
for a complete statement of the proposed transactions. 


By order dated March 28, 1975 (HCAR No. 18897), this 
Commission, among other things, authorized the borrow- 
ing companies to issue through March 31, 1976, short-term 
promissory notes to certain designated banks and/or to 
NEES, and for Mass Electric and NEPCO to issue notes to 
dealers in commercial paper. The aggregate amount of 
notes of each borrowing company to be held by the lenders 
at any one time are not to exceed $9,000,000 for Granite, 
$25,800,000 for Mass Electric, $130,000,000 for NEPCO, 
and $23,700,000 for Narragansett. 


The maximum amounts of short-term borrowings by Mass 
Electric and NEPCO from banks and NEES to be outstand- 
ing at any one time will be reduced by the amount of its 
commercial paper outstanding at that time. 


Mass Electric now proposes to increase the authorized 
amounts of its borrowings of short-term promissory notes 
to certain designated banks and/or to NEES from 
$25,800,000 to $45,800,000. Mass Electric has outstand- 
ing $20,000,000 principal amount of First Mortgage 
Bonds, Series L, 812%, due October 1, 1975, and antic- 
ipates that such bonds will be paid at maturity from 
$20,000,000 of the proceeds of a refunding issue of Series 
N Bonds. Funds to effect the payment of the Series L 
Bonds must be deposited with the Trustee on or priot to 
maturity. However, the Terms and Conditions for Bids for 
the Series N Bonds provide that Mass Electric may post- 
pone the bidding or reject all bids. In addition, the Terms 
of Purchase entitle the Purchasers of the Series N Bonds to 
terminate their commitments to purchase on grounds of 
materially changed market conditions. If for these or any 
other reasons Mass Electric does not sell the Series N Bonds 
prior to the maturity of the Series L Bonds, it must have 
available to it on short notice the funds to meet this 
maturity. Only in the event that Mass Electric does not sell 
the refunding issue of Series N Bonds will this increase in 
borrowing authority be used. Mass Electric proposes and 
requests this authority through March 31, 1976, or until 
the sale of a refunding issue of bonds, whichever occurs 
first. 


The proceeds of the proposed borrowings are to be used by 
Mass Electric to pay its then outstanding notes payable to 
banks, dealers in commercial paper and/or to NEES at or 
prior to maturity thereof, and to provide new money for 
capital expenditures or reimburse its treasury thereof. 


The proposed notes to banks and/or NEES will mature in 
less than one year from the date of issue and will be pre- 
payable at any time, in whole or in part, without premium. 
Mass Electric will maintain sufficient operating balances to 
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meet the lending banks’ compensating balance require- 
ments or in lieu thereof will pay fees to the banks equiv- 
alent to such compensating balance requirements. The 
notes to banks will bear interest at not in excess of the 
prime rate in effect at the time borrowings are made or the 
prime rate plus the above-mentioned fees. The notes to 
NEES will bear interest at not in excess of the prime rate 
in effect at the time borrowings are made. If the operating 
balances were maintained solely to fulfill prevailing 
compensating balance requirements of about 10% to 20%, 
or fees equivalent thereto, the effective interest cost to the 
borrowing companies would be approximately 8.3% to 
9.4% per annum, based on a prime rate of 712%. 


It is proposed that Mass Electric may prepay its notes to 
NEES, in whole or in part, with borrowings from banks or 
from sale of commercial paper, or that its borrowings from 
banks may be prepaid, in whole or in part, with borrow- 
ings from NEES, or from the sale of commercial paper. In 
the event of borrowings from banks at a higher interest 
rate or the sale of commercial paper at a higher effective 
interest cost, to prepay notes to NEES, NEES will credit 
the borrowers for any excess interest from the date of 
issuance of the new notes or commercial paper to the 
normal maturity date of the notes to NEES being prepaid. 
Conversely, in the event of borrowing from NEES to pre- 
Pay notes to banks, the interest rate on the notes issued to 
NEES will be the lower of (1) the interest rate on the notes 
being prepaid or (2) the prime interest rate then in effect, 
but with respect to (1) only to the maturity date of the 
notes so prepaid, and thereafter at the prime interest rate 
in effect at the time the new notes are issued. 


No additional fees or expenses, other than those previously 
authorized, are to be incurred by Mass Electric in connec- 
tion with the proposed transactions. No State commission 
and no Federal commission, other than this Commission, 
has jurisdiction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than September 11, 1975, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said post-effective amendment to the 
application-declaration which he desires to controvert; or 
he may request that he be notified if the Commission 
should order a hearing thereon. Any such request should 
be addressed: Secretary, Securities and Exchange Commis- 
sion, Washington, D.C. 20549. A copy of such request 
should be served personally or by mail (air mail if the per- 
son being served is located more than 500 miles from the 
point of mailing) upon the applicants-declarants at the 
above-stated address and proof of service (by affidavit or, 
in case of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the applica- 
tion-declaration, as now amended, or as it may be further 
amended, may be granted and permitted to become effec- 
tive as provided in Rule 23 of the General Rules and Reg- 
ulations promulgated under the Act, or the Commission 
may grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 
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For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19127/August 14, 1975 


in the Matter of 


ALABAMA POWER COMPANY 
600 North 18th Street 
Birmingham, Alabama 35291 
(70-5721) 


NOTICE OF PROPOSED ISSUE AND SALE OF FIRST 
MORTGAGE BONDS AT COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Alabama Power Com- 
pany (“Alabama”), an electric utility subsidiary company 
of The Southern Company, a registered holding company, 
has filed an application with this Commission pursuant to 
the Public Utility Holding Company Act of 1935 (“Act”), 
designating Section 6(b) of the Act and Rule 50 promul- 
gated thereunder as applicable to the following proposed 
transaction. All interested persons are referred to the ap- 
plication, which is summarized below, for a complete state- 
ment of the proposed transaction. 


Alabama proposes to issue and sell, subject to the competi- 
tive bidding requirements of Rule 50 under the Act, up to 
$35,000,000 principal amount of its First Mortgage Bonds, 
___% Series due October 1, , having a term of not 
less than 5 years nor more than 30 years. Alabama will 
decide on the term of the new bonds and notify prospec- 
tive bidders thereof not less than 72 hours prior to the 
time of the bidding. The interest rate (which shall be a 
multiple of 1/8%) and the price, exclusive of accrued 
interest, to be paid to Alabama (which shall be not less than 
99% nor more than 102-3/4% of the principal amount 
thereof) will be determined by the competitive bidding. 
The bonds will be issued under an Indenture dated as of 
January 1, 1942, between Alabama and Chemical Bank, as 
Trustee, as heretofore supplemented and as to be further 
supplemented by a Supplemental Indenture to be dated as 
of October 1, 1975, which includes a prohibition until 
October 1, 1980 against refunding the bonds with the pro- 
ceeds of funds borrowed at a lower effective interest cost. 


Alabama proposes to use the proceeds from the sale of the 
bonds together with: (1) cash contributions to capital of 
$67,000,000 by the Southern Company during 1975 here- 
tofore authorized by the Commission (HCAR No. 18924 
(April 9, 1975) ), (2) funds provided from bond issues of 
public authorities for financing certain of Alabama’s pollu- 
tion control facilities, (3) funds provided from the sale and 
leaseback of properties, (4) proceeds from the sale of 
$65,000,000 principal amount of additional first mortgage 
bonds and 250,000 shares ($25,000,000) of preferred stock 
later in 1975, (all of such financing to be subject to Com- 
mission authorization), and (5) cash on hand in excess of 
operating requirements, interest, and dividends, to finance 





its 1975 construction program (estimated at 
$434,568,000), to pay notes payable in the form of notes 
to banks and commercial paper notes incurred for such pur- 
pose, and for other lawful purposes. Alabama estimates that 
no additional financing will be required for construction 
purposes during 1975, except for the issuance and sale of 
short-term bank notes and commercial paper notes auth- 
orized by the Commission (HCAR No. 18926 (April 9, 
1975) ). It is estimated that $157,263,000 of such notes 
payable will be outstanding at December 31, 1975. 


It is stated that the Alabama Public Service Commission 
has authorized the proposed issuance and sale of bonds by 
Alabama. No other State commission and no Federal com- 
mission, other than this Commission, has jurisdiction over 
the proposed transaction. A statement of the fees and 
expenses to be incurred in connection with the proposed 
transaction will be supplied by amendment. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than September 10, 1975, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said application which he desires to 
controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail (air 
mail if the person being served is located more than 500 
miles from the point of mailing) upon the applicant at the 
above-stated address, and proof of service (by affidavit or, 
in case of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the applica- 
tion, as filed or as it may be amended, may be granted as 
provided in Rule 23 of the General Rules and Reguiation 
promulgated under the Act, or the Commission may grant 
exemption from its rules as provided in Rules 20(a) and 
100 thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices and 
orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Release No. 19128/August 14, 1975 


In the Matter of 

EASTERN UTILITIES ASSOCIATES 
P.O. Box 2333 

Boston, Massachusetts 02107 
BROCKTON EDISON COMPANY 


36 Main Street 
Brockton, Massachusetts 02403 
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MONTAUP ELECTRIC COMPANY 
P.O. Box 391 

Fall River, Massachusetts 02722 
(70-5719) 


NOTICE OF PROPOSED CHARTER AMENDMENT TO 
INCREASE SUBSIDIARY’S AUTHORIZED PRE- 
FERRED STOCK; ISSUE AND SALE OF PREFERRED 
STOCK AND FIRST MORTGAGE BONDS BY ONE 
SUBSIDIARY; ISSUE AND SALE OF DEBENTURE 
BONDS BY ONE SUBSIDIARY TO A SECOND SUB- 
SIDIARY; REQUEST FOR EXCEPTION FROM COM- 
PETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Eastern Utilities 
Associates, a registered holding company, and two of its 
electric utility subsidiary companies, Brockton Edison 
Company (“Brockton”) and Montaup Electric Company 
(“Montaup”), have filed an application-declaration, and 
an amendment thereto, with this Commission pursuant to 
the Public Utility Holding Company Act of 1935 (‘“Act’’) 
designating Sections 6, 7, 9, 10, 12(b), 12(c) and 12(d) of 
the Act and Rules 43 and 50 promulgated thereunder as 
applicable to the proposed transactions. All interested per- 
sons are referred to the application-declaration, as amend- 
ed, which is summarized below, for a complete statement 
of the proposed transactions. 


Brockton proposes to amend its Articles of Organization to 
increase its capital stock in an amount not to exceed 
$6,000,000, consisting of not more than 60,000 shares of 
its _' % preferred stock, par value $100 per share 
(“stock”). Terms of the stock, including the dividend rate 
(which shall be a multiple of .04% of the par value), the 
price to be paid to Brockton (which shall not be less than 
$100 nor more than $102.75 per share) and a possible sink- 
ing fund are proposed to be determined by negotiation, as 
discussed further below. 


Brockton requests an exception from the competitive bid- 
ding requirements of Rule 50 under the Act so that it may 
negotiate a private placement of the stock with a single 
institutional investor or a number of such investors. Brock- 
ton proposes to employ the assistance of Kidder, Peabody 
& Co., inc. as financial adviser to arrange such a private 
placement. As reasons for the requested exception from 
competitive bidding, Brockton states, among other things, 
that there is a probable lack of familiarity with Brockton 
among investors both as to Brockton’s operations and its 
securities. Brockton has two classes of preferred stock and 
seven series of bonds publicly held, and there has been very 
little trading activity in any of these issues in recent years. 
Brockton also states that the size of the proposed offering 
of the stock may be too small to generate competitive bids. 


In the event Brockton receives authority to negotiate terms 
for placement of the stock, but such terms are not accept- 
able to Brockton, Brockton proposes to offer the stock at 
competitive bidding pursuant to Rule 50 under the Act. 

In that event, the dividend rate and the price Brockton will 
receive will be determined by the competitive bidding. 


Brockton also proposes to issue and sell up to $20,000,000 
principal amount of its First Mortgage and Collateral Trust 
Bonds, __ % Series, due 1985 (“bonds”) by competitive 
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bidding. The interest rate on the bonds (which shall be a 
multiple of 1/8 of 1%) and the price to be paid to Brockton 
(which shall be not less than 100% nor more than 102-3/4% 
of the principal amount of the bonds) will be determined 
by competitive bidding. The bonds are to be issued under 
Brockton’s Indenture of First Mortgage and Deed of Trust 
dated as of September 1, 1948, between Brockton and 
State Street Bank and Trust Company, Trustee (‘‘Inden- 
ture”’), as heretofore supplemented and as to be further 
supplemented by a Tenth Supplemental Indenture between 
Brockton and the Trustee. The Supplemental Indenture may 
contain a prohibition against redemption of the bonds prior 
to October 1, 1980, in connection with the refunding of 
such bonds with funds obtained at a lower effective 

interest cost to Brockton. 


Net proceeds from the sale of the stock and bonds by 
Brockton will be applied by Brockton to the purchase of 
Debenture Bonds proposed to be issued by Montaup, as 
described below. 


Montaup proposes to issue and sell to Brockton, and 
Brockton proposes to acquire, up to $26,000,000 principal 
amount of Montaup’s __ % Debenture Bonds due 2005 
(“debenture bonds”). The interest rate of the debenture 
bonds will be supplied by amendment. The debenture 
bonds will contain all of their terms and there will be no 
indenture or similar instrument governing them. Brockton 
proposes to pledge the indenture bonds under its own 
Indenture. 


Proceeds to Montaup from the sale of its debenture bonds 
will be applied to reduce short-term bank borrowings and/ 
or to reimburse Montaup’s treasury for construction ex- 
penditures. It is estimated that at the time of the issuance 
of the debenture bonds, Montaup will have $40,000,000 in 
short term bank borrowings outstanding. 


It is stated that the Department of Public Utilities of the 
Commonwealth of Massachusetts and the Public Utilities 
Commission of the State of Connecticut have jurisdiction 
over various aspects of the proposed transactions and that 
no other state commission and no federal commission, 
other than this Commission, has jurisdiction over the pro- 
posed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than September 9, 1975, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said application-declaration, as amend- 
ed, which he desires to controvert; or he may request that 
he be notified if the Commission should order a hearing 
thereon. Any such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D.C. 
20549. A copy of such request should be served personally 
or by mail (air mail if the person being served is located 
more than 500 miles from the point of mailing) upon the 
applicants-declarants at the above-stated addresses and 
proof of service (by affidavit or, in case of an attorney at 
law, by certificate) should be filed with the request. At any 
time after said date, the application-declaration, as amend- 
ed, or as it may be further amended, may be granted and 
permitted to become effective as provided in Rule 23 of 
the General Rules and Regulations promulgated under the 
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Act, or the Commission may grant exemption from such 
rules as provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19129/August 14, 1975 


In the Matter of 


INDIANA & MICHIGAN ELECTRIC COMPANY 
2101 Spy Run Avenue 

Fort Wayne, Indiana 46801 

(70-5718) 


NOTICE OF PROPOSED ISSUE AND SALE OF FIRST 
MORTGAGE BONDS AND PREFERRED STOCK AT 
COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Indiana & Michigan 
Electric Company (“1&M”), an electric utility subsidiary 
company of American Electric Power Company, Inc. 
(“AEP”), a registered holding company, has filed with this 
Commission an application-declaration, and an amendment 
thereto, pursuant to the Public Utility Holding Company 
Act of 1935 (““Act’’), designating Sections 6(b) and 12(c) 
and Rules 42 and 50 promulgated thereunder as applicable 
to the proposed transactions. All interested persons are 
referred to the application-declaration, as amended, which 
is summarized below, for a complete statement of the 
proposed transactions. 


1&M proposes to issue and sell, subject to the competitive 
bidding requirements of Rule 50 under the Act, up to 
$60,000,000 principal amount of First Mortgage Bonds 
(“bonds”) of a new series, to mature in not less than 5 and 
not more than 30 years from the date of issuance of the 
bonds. Prospective bidders will be notified of the exact 
maturity of the bonds not less than 72 hours prior to the 
bidding date. The interest rate (which shall be a multiple of 
1/8 of 1%) and the price to be paid to 1&M for the bonds 
(which shall not be less than 99% nor more than 102-3/4% 
of the principal amount thereof) will be determined by 

the competitive bidding. Terms of the bonds preclude 

1&M from redeeming any of the bonds prior to September 
1, 1980, if such redemption is for the purpose of refunding 
such bonds with proceeds of funds borrowed at a lower 
effective interest cost. The bonds will be issued under and 
secured by an Indenture Supplemental to the Mortgage 
and Deed of Trust dated as of June 1, 1939 between 1&M 
and Irving Trust Company and D.W. May, as Trustees 
(“Trustees”). The said Supplemental Indenture will be 
dated as of the first day of the month in which the bonds 
are issued. 





1&M also proposes to issue and sell, subject to the competi- 
tive bidding requirements of Rule 50 under the Act, up to 
300,000 shares of a new series of its cumulative preferred 
stock, par value $100 per share (“stock”). The dividend 
rate (which will be a multiple of .04 of 1%) and the price 
to be paid to 1&M (which shall not be less than $100 per 
share or more than $102.75 per share) will be determined 
by competitive bidding. Prior to September 1, 1980, none 
of the shares of the preferred stock may be redeemed if 
such redemption is for the purpose of refunding such 
share, directly or indirectly, through the incurring of debt 
or the issuance of stock ranking equally with or prior to 
the cumulative preferred stock at an interest or dividend 
cost less than the dividend cost to 1&M of the preferred 
stock. The terms of the cumulative preferred stock will 
also include a sinking fund provision requiring 1&M to 
retire 5% of the shares annually beginning September 1, 
1980. 


To the extent that there is an insufficient amount of 
property additions available for certification by 1&M to 
the Trustees, it is stated that 1&M will be required to de- 
posit with the Trustees a portion of the proceeds received 
from the sale of the bonds equal to the amount of bonds 
that have not been issued upon the basis of certified prop- 
erty additions. As additional property additions are certi- 
fied to the Trustees the funds held by the Trustees will be 
released to 1&M. Any other proceeds realized from the sale 
of the bonds and/or the sale of the stock, together with 
other funds available to 1&M, will be applied to the pay- 
ment of unsecured short-term debt of 1&M. At July 23, 
1975, approximately $148,000,000 of such short-term 
debt was outstanding and it is stated that at the time of 
the sale of the bonds and/or stock, approximately 
$160,000,000 of such short-term debt is expected to be 
outstanding. 


It is stated that no condition will require the sale of the 
bonds and stock to be dependent upon each other. Neither 
the bonds nor the stock will, however, be issued and sold 
unless 1&M shall have received prior to such sale from 

AEP one or more cash capital contributions subsequent to 
June 30, 1975, and prior to the time of such sale which 
aggregate $20,000,000. The making of such cash capital 
contributions has been previously authorized by this Com- 
mission (HCAR No. 19067). 


It is stated that the Public Service Commission of Indiana 
and the Michigan Public Service Commission have jurisdic- 
tion over the proposed transactions and that no other state 
commission and no federal commission, other than this 
Commission, has jurisdiction over the proposed transac- 
tions. Fees and expenses to be incurred in connection with 
the proposed transactions will be supplied by amendment. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than September 9, 1975, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said application-declaration, as 
amended, which he desires to controvert; or he may request 
that he be notified if the Commission should order a hear- 
ing thereon. Any such request should be addressed: Secre- 
tary, Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be served per- 
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sonally or by mail (air mail if the person being served is 
located more than 500 miles from the point of mailing) 
upon the applicant-declarant at the above-stated address, 
and proof of service (by affidavit or, in case of an attorney 
at law, by certificate) should be filed with the request. At 
any time after said date, the application-declaration, as 
amended or as it may be further amended, may be granted 
and permitted to become effective as provided in Rule 23 
of the General Rules and Regulations promuigated under 
the Act or the Commission may take such other action as 
it may deem appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19130/August 14, 1975 


In the Matter of 


MASSACHUSETTS ELECTRIC COMPANY 
20 Turnpike Road 

Westborough, Massachusetts 01581 
(70-5714) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AT COMPETITIVE 
BIDDING 


NOTICE !S HEREBY GIVEN that Massachusetts Electric 
Company (“Mass Electric’), an electric utility subsidiary 
company of New England Electric System (“NEES”), a 
registered holding company, has filed an application- 
declaration with this Commission pursuant to the Public 
Utility Holding Company Act of 1935 (““Act’’), designating 
Sections 6(b), 9(a), 10 and 12 of the Act and Rules 42 and 
50 promulgated thereunder as applicable to the proposed 
transaction. All interested persons are referred to the 
application-declaration, which is summarized below, for a 
complete statement of the proposed transaction. 


Mass Electric proposes to issue and sell $40,000,000 
aggregate principal amount of First Mortgage Bonds, Series 
N, ___% to mature not more than 30 years from October 
1, 1975. Such bonds will be sold pursuant to the competi- 
tive bidding requirements of Rule 50 and the interest rate 
(which shall be a multiple of 1/8 of 1%) and the price 
exclusive of accured interest (which shall be not less than 
the principal amount nor more than 102.75% thereof) will 
be determined by competitive bidding. The bonds will be 
issued under the First Mortgage Indenture and Deed of 
Trust dated as of July 1, 1949, between Mass Electric and 
State Street Bank and Trust Company; Trustee, as hereto- 
fore supplemented and amended and as to be further sup- 
plemented by a thirteenth Supplemental Indenture to be 
dated as of October 1, 1975. Mass Electric shall notify pro- 
spective bidders no later than the second full business day 
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prior to the time designated for the submission of bids of 
(i) the maturity date of the bonds and (ii) whether or not 
the bonds shall be redeemable during the first five years of 
their term in connection with a refunding of the bonds at 
a lesser effective interest cost to Mass Electric. 







The proceeds from the sale of the bonds will be applied to | 
the payment of $20,000,000 Series L Bonds, 82%, matur- 
ing October 1, 1975, or to the payment of notes payable 
applied to the payment of the Series L Bonds, and the 

balance to the payment of outstanding short-term notes 
payable, issued to pay for capitalizable expenditures, or to 
reimburse the treasury for capitalizable expenditures. 


estimated at $105,000, including services fees, at cost, of 

New England Power Service Company, a wholly-owned 
subsidiary company of NEES, of $36,000. The fees of 

counsel for the underwriters, to be paid by the successful 
bidders, will be supplied by amendment. It is stated that 

the Massachusetts Department of Public Utilities has 
jurisdiction over the issue and sale of the bonds and that no 
other state commission and no federal commission, other | 
than this Commission, has jurisdiction over the proposed 
transaction. 


The fees and expenses to be paid by Mass Electric are | 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than September 11, 1975, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said application-declaration which he 
desires to controvert; or he may request that he be notified 
if the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail (air 
mail if the person being served is located more than 500 | 
miles from the point of mailing) upon the applicant- | 





declarant at the above-stated address, and proof of service 

(by affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said 

date, the application-declaration, as filed or as it may be 
amended, may be granted and permitted to become effec- 

tive as provided by Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Commission | 
may grant exemption from such rules as provided in Rules | 
20(a) and 100 thereof or take such other action as it may 

deem appropriate. Persons who request a hearing or advice 

as to whether a hearing is ordered will receive any notices 

and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8881/August 8, 1975 


SEE SECURITIES ACT Release No. 5604/August 8, 1975 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8882/August 8, 1975 


SEE SECURITIES ACT Release No. 5605/August 8, 1975 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8883/August 8, 1975 


In the Matter of 


THE GATEWAY FUND, INC. 
One North Jefferson Avenue 
St. Louis, Missouri 63103 
(811-1758) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY 


On July 9, 1975, a notice was issued (Investment Company 
Act Release No. 8847) of an application by The Gateway 
Fund, Inc. (“Gateway”), registered under the Investment 
Company Act of 1940 (“Act”) as an open-end, diversified 
management company, filed on April 21, 1975, pursuant 
to Section 8(f) of the Act for an order declaring that Gate- 
way has ceased to be an investment company as defined in 
the Act. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed 
and the Commission has not ordered a hearing. 


The matter has been considered and it is found that Gate- 
way has ceased to be an investment company, Accordingly, 


IT IS HEREBY ORDERED, pursuant to Section 8(f) of 
the Act that the registration of The Gateway Fund, Inc. 
shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8884/August 11, 1975 


In the Matter of 


CARDINAL TAX-EXEMPT BOND FUND 
FIRST SERIES 


(AND SUBSEQUENT SERIES) 
and 
THE OHIO COMPANY 
51 North High Street 
Columbus, Ohio 43215 
(812-3819) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS 
OF SECTION 14(a) OF THE ACT AND RULES 19b-1 
AND 22c-1 THEREUNDER 


On July 16, 1975, a notice (Investment Company Act Re- 
lease No. 8856) was issued of the filing of an application 
on June 12, 1975, by Cardinal Tax-Exempt Bond Fund, 
First Series (“Fund”), a unit investment trust registered 
under the Investment Company Act of 1940 (““Act’’) and 
its sponsor, The Ohio Company (‘“Sponsor’’) pursuant to 
Section 6(c) of the Act for an order of the Commission 
exempting the Fund and subsequent Series (hereinafter 
referred to collectively as ““Funds”’) from the provisions of 
Section 14(a) of the Act and exempting the frequency of 
capital gains distributions of the Funds and the secondary 
market operations of Sponsor from the provisions of Rule 
19b-1 and Rule 22c-1, respectively, under the Act. Sub- 
sequent to the issuance of the notice, an amendment to 
the application was filed on July 21, 1975. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued upon the basis of the informa- 
tion stated therein unless a hearing should be ordered. No 
request for a hearing has been filed, and the Commission 
has not ordered a hearing. 


The matter having been considered, it is found that the 
granting of the exemptions requested is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that said application for exemption from Section 14(a) of 
the Act and from Rule 19b-1 and Rule 22c-1 under the 
Act be, and hereby is, granted, effective forthwith. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8885/August 12, 1975 


In the Matter of 

SCHICK INVESTMENT COMPANY 
1901 Avenue of the Stars 

Los Angeles, California 90067 
(812-3795) 


ORDER PURSUANT TO SECTIONS 6(c) AND 6(e) 
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GRANTING TEMPORARY EXEMPTION FROM 
SECTION 7 AND CERTAIN OTHER PROVISIONS 


Schick Investment Company (“Applicant”), a Delaware 
corporation, has applied pursuant to Sections 6(c) and 6(e) 
of the Investment Company Act of 1940 (“‘Act’*) for an 
order of the Commission temporarily exempting it from 
Section 7 and certain other provisions of the Act from 
June 9, 1975 until such time as the Commission has acted 
upon an application under Section 3(b)(2) of the Act filed 
by Applicant. Applicant, in requesting such temporary 
exemption, has agreed that Applicant and other persons in 
their transactions and relations with it shall be subject to 
all provisions of the Act and the respective Rules and 
Regulations promulgated under each of such provisions as 
though Applicant were a registered investment company, 
other than Section 7 and the following: Section 8; sub- 
section (a) of Section 10; subsection (a)(2) of Section 13; 
subsections (a) and (d) of Section 17 with respect to cer- 
tain transactions; subsections (f), (g) and (h) of Section 
17; Section 30 (except subsection (f) thereof); Section 31; 
and Section 32 of the Act and the Rules and Regulations 
thereunder. 


On July 18, 1975, the Commission issued a notice of the 
filing of said application pursuant to Sections 6(c) and 6(e) 
of the Act (Investment Company Act Release No. 8860). 
The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed 
and the Commission has not ordered a hearing. 


The matter has been considered and it is found, on the 
basis of the information stated in the application, that the 
request exemption from Section 7 and certain other pro- 
visions of the Act is appropriate in the public interest and 
consistent with the protection of investors and the pur- 
poses fairly intended by the policy and provisions of the 
Act, subject to the conditions stated below, which are 
deemed necessary or appropriate in the public interest or 
for the protection of investors. 


IT iS ORDERED, pursuant to Sections 6(c) and 6(e) of the 
Act, that the Applicant is hereby exempted from the pro- 
visions of Section 7 of the Act from June 9, 1975 until the 
Commission has acted upon Applicant's application under 
Section 3(b)(2). 


IT iS FURTHER ORDERED, pursuant to Sections 6(c) 
and 6(e) of the Act, that the Applicant and other persons 
in their transactions and relations with it be subject to all 
other provisions of the Act, and the respective Rules and 
Regulations promulgated under each of such provisions, as 
though the Applicant were a registered investment com- 
pany, other than the following: Section 8; subsection (a) of 
Section 10; subsection (a)(2) of Section 13; subsections 
(a) and (d) of Section 17 (to the extent described in the 
notice of the filing of Applicant’s application pursuant to 
Sections 6(c) and 6(e) of the Act); subsections (f), (g) and 
(h) of Section 17; Section 30 (except subsection (f) there- 
of); Section 31 and Section 32 of the Act, and the Rules 
and Regulations thereunder. 


For the Commission, by the Division of Investment Man- 
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agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8886/August 12, 1975 


In the Matter of 
JOHN HANCOCK INVESTORS, INC. 
and 


JOHN HANCOCK MUTUAL LIFE INSURANCE 
COMPANY 

200 Berkeley Street 

Boston, Massachusetts 02117 

(812-3834) 


NOTICE OF APPLICATION FOR AN ORDER PUR- 
SUANT TO SECTION 17(d) OF THE INVESTMENT 
COMPANY ACT OF 1940 AND RULE 17d-1 
THEREUNDER 


NOTICE IS HEREBY GIVEN that John Hancock Mutual 
Life Insurance Company (“Hancock”), a mutual life insur- 
ance company organized under the laws of the Common- 
wealth of Massachusetts and John Hancock Investors, Inc. 
(“Investors”), a closed-end investment company registered 
under the Investment Company Act of 1940 (the “Act”’) 
(hereinafter collectively referred to as ““Applicants”’), have 
filed an application on July 7, 1975 and an amendment 
thereto on August 7, 1975 pursuant to Section 17(d) of 
the Act and Rule 17d-1 thereunder for an order of the 
Commission permitting Applicants to engage in the trans- 
actions described below. All interested persons are referred 
to the application on file with the Commission for a state- 
ment of the representations contained therein which are 
summarized below. 


Hancock’s wholly-owned subsidiary, John Hancock Ad- 
visers, Inc. (“Advisers”) is the investment adviser of !n- 
vestors. Hancock wishes to purchase in a private placement 
transaction $7,000,000 principal amount (out of a total 
principal amount of $25,000,000) of a new issue of 10%% 
Senior Notes due September 30, 1990 (the ‘“‘New Notes”) 
of the Gates Rubber Company (‘‘Gates”’). Investors pres- 
ently holds $5,000,000 principal amount (out of a total 
principal amount of $30,000,000) of 9-5/8% Senior Notes 
due February 28, 1986 (the ‘Old Notes’) of Gates, pur- 
chased in a private placement transaction on March 31, 
1971. The Old Notes and the New Notes constitute general 
unsecured obligations of Gates, and rank as to each other 
pari passer. Being senior obligations of Gates, neither the 
Old Notes nor the New Notes are subordinated to any 
other general unsecured obligations of Gates. 


Investors has a fundamental investment policy not to invest 
more than 5% of its total assets taken at market value at 
the time of purchase in the securities of any one issuer, 
other than the U.S. government and its agencies and instru- 
mentalities, and the $5,000,000 of Old Notes which it 























presently holds constitutes 4.4% of its total assets. Ap- 
plicants also assert that Investors declined to purchase any 
New Notes because any additional purchases of Gates 
securities would not comply with Investors’ operating rules 
of not purchasing any issue of securities unless at least 
$1,000,000 of such issue may be purchased, and not pur- 
chasing more than $5,000,000 of the securities of any one 
issuer. 


Gates has requested that all of the holders of the Old Notes 
(i) for the period beginning September 1975 and running 
through December 1976, waive compliance by Gates with 

a financial covenant requiring periodic reductions of certain 
indebtedness of Gates (the ““Paydown Waiver’), and (ii) for 
the period beginning June 1975 and running through the 
earlier of (a) March 31, 1976 or (b) the final closing of the 
issue and sale of the New Notes, waive compliance by Gates 
with a financial covenant requiring Gates’ current assets to 
equal at least 175% of its current liabilities (the “Current 
Ratio Waiver”) (hereinafter collectively referred to as the 
“Waivers’”’). Applicants assert that Gates presently antic- 
ipates that it will be unable to meet the paydown require- 
ment and will continue to be unable to meet the paydown 
requirement in the remainder of 1975 and all of 1976. 


Investors and the other holders of the Old Notes are 
negotiating with Gates whether, in return for the granting 
of the Waivers, Gates will agree (1) to make certain amend- 
ments (the ““Amendments”’), as described in the Applica- 
tion, to the financial covenants applicable to the Old Notes 
to conform such covenants to the financial covenants pro- 
posed to be applicable to the New Notes, and (2) to give up 
its option (the “Prepayment Option”) with respect to the 
Old Notes to make optional prepayments of principal, 
without premium, in addition to the required prepay- 
ments. The officers of Investors have concluded that if 
other holders of the Old Notes outstanding owning a 
majority in principal amount thereof agree to grant the 
Waivers without requiring the elimination of the Prepay- 
ment Option, Investors should take similar action. In such 
circumstances, the two-thirds approval necessary to make 
the Waivers effective would be obtained. The officers of 
Investors have further determined, however, that Investors 
should continue to condition granting the Waivers upon 
effectuation of the Amendments. Regardless of any condi- 
tions imposed by Investors in connection with granting the 
Waivers, the Waivers will become effective, and binding 
upon Investors, if approved by other holders of the Old 
Notes outstanding owning 66-2/3% in principal amount of 
the Old Notes outstanding. 


Under Section 17(d) of the Act, and Rule 17d-1 thereun- 
der, an affiliated person of a registered investment com- 
pany or an affiliated person of such an affiliated person 
may not effect any transaction in which such investment 
company is a joint participant without the permission of 
the Commission. In passing upon applications for orders 
granting such permission, the Commission is required to 
consider whether the participation of the investment com- 
pany in such joint enterprise or arrangement on the basis 
Proposed is consistent with the provisions, policies, and 
purposes of the Act and the extent to which such participa- 
tion is on a basis different from, or less advantageous than, 
that of other participants. 





The proposed purchase of New Notes by Hancock, an 
affiliated person of an affiliated person of Investors, could 
constitute a joint transaction with Investors due to the 
continuing ownership by Investors of the Old Notes as well 
as the granting of the Waivers under and the approval of 
the Amendments to the Old Note Agreement by Investors. 


Applicants represent that the officers of Investors have 
determined that, conditioned upon effectuation of the 
amendments, granting Waivers is in the best interests of 
Investors, since neither the Waivers nor the Amendments 
are materially adverse to Investors and the amended 
financial covenants will be more stringent than those pres- 
ently applicable to the Old Notes. They also assert that 
the proposed sale of the New Notes to Hancock and other 
institutional investors will benefit Investors by strengthen- 
ing the financial position of Gates. The granting of the 
Waivers and, if agreed to by Gates, the approval of the 
Amendments by Investors will not actually be made until 
they have been approved by Investors’ Board of Directors, 
including a majority of those directors who are not 
“interested persons” of Investors or Advisers. 


Applicants submit that the carrying out of the proposed 
transactions is consistent with the provisions, policies, and 
purposes of the Act and is not disadvantageous to Investors. 
Accordingly, Applicants request an order pursuant to Sec- 
tion 17(d) of the Act and Rule 17d-1 thereunder permitting 
Hancock to purchase the New Notes and Investors to grant 
the requested waivers and approve the requested amend- 
ments. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than September 8, 1975, at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature of 
his interest, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall order a 
hearing thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon Applicants at the address set forth above. 
Proof of such service (by affidavit, or in the case of an 
attorney-at-law, by certificate) shall be filed contemporane- 
ously with the request. As provided by Rule O-5 of the 
Rules and Regulations promulgated under the Act, an 
order disposing of the application will be issued as of course 
following September 8, 1975, unless the Commission there- 
after orders a hearing upon request or upon the Commis- 
sion’s own motion. Persons who request a hearing, or 
advice as whether a hearing is ordered, will receive any 
notices and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponement thereof. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8887/August 13, 1975 


In the Matter of 


VANTAGE TEN-NINETY FUND, INC. 
P.O. Box 19027 

Washington, D.C. 20036 

(811-1666) 


ORDER DECLARING THAT COMPANY HAS CEASED 
TO BE AN INVESTMENT COMPANY PURSUANT TO 
SECTION 8(f) OF THE ACT 


Vantage Ten-Ninety Fund, Inc. (“Applicant”), registered 
under the Investment Company Act of 1940 (““Act’’) as an 
open-end diversified investment company, filed an applica- 
tion on June 26, 1975, pursuant to Section 8(f) of the Act 
for an order of the Commission declaring that Applicant 
has ceased to be an investment company as defined in the 
Act. 


On July 17, 1975, a notice (Investment Company Act Re- 
lease No. 8857) was issued of the filing of said application. 
The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed 
and the Commission has not ordered a hearing. 


The matter has been considered and it is found that Ap- 
plicant has ceased to be an investment company. 
Accordingly, 


IT iS ORDERED, pursuant to Section 8(f) of the Act, that 
the registration of Vantage Ten-Ninety Fund, Inc., shall 
forthwith cease to be in effect. 


For the Commission by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8888/August 13, 1975 


In the Matter of 


EQUITABLE VARIABLE LIFE INSURANCE 
COMPANY 

SEPARATE ACCOUNT I OF EQUITABLE 
VARIABLE LIFE INSURANCE COMPANY 

THE EQUITABLE LIFE ASSURANCE SOCIETY 
OF THE UNITED STATES 

1285 Avenue of the Americas 

New York, New York 10019 

(812-3824) 


APPLICATION FOR AN ORDER OF EXEMPTION, 
PURSUANT TO SECTION 6(c) OF THE INVESTMENT 
COMPANY ACT OF 1940, FROM SECTIONS 8(b), 13(a), 
14(a), 15(a), 15(c), 18(i), 22(d), 22(e), 27(c), 27(f), AND 
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27(h)(1) OF THE ACT AND RULES 22c-1 AND 27f-1 
THEREUNDER. 


NOTICE IS HEREBY GIVEN that Separate Account | of 
Equitable Variable Life Insurance Company (the “‘Ac- 
count”), Equitable Variable Life Insurance Company 
(“EVLICO”), and The Equitable Life Assurance Society of 
the United States (““Equitable’’) (hereinafter collectively 
called ““Applicants”’) have filed an application on June 24, 
1975 and an amendment thereto on August 6, 1975 pur- 
suant to Section 6(c) of the Investment Company Act of 
1940 (“‘Act’’) for an order of exemption from Sections 
8(b), 13(a), 14(a), 15(a), 15(c), 18(i), 22(d), 22(e), 27(c), 
27(f), 27(h)(1) of the Act and Rules 22c-1 and 27f-1 there- 
under. All interested persons are referred to the application 
on file with the Commission for a statement of the repre- 
sentations contained therein which are summarized below. 


The Account, established by EVLICO on June 28, 1973 
pursuant to the Insurance Law of the State of New York, 
is a separate investment account to which amounts are to 
be allocated to support reserves and other liabilities arising 
from variable life insurance (‘““VLI) contracts proposed to 
be issued jointly by the Account and EVLICO. The Account 
is registered as an open-end diversified management invest- 
ment company under the Act and meets the definition of 
“separate account” under Section 2(a)(37) of the Act and 
Rule O-1(e) thereunder. The assets of the Account will be 
derived solely from the sale of EVLICO’s VLI contracts 
and advances made by EVLICO in connection with the 
operation of the Account. The Account will not be used 
for variable annuity contracts or for the investment of 
funds corresponding to dividend accumulations or other 
contract provisions not involving life contingencies. For 
purposes of certain provisions of the Act, the Account is 
deemed to be an issuer of periodic payment plan 
certificates. 


EVLICO, a wholly-owned subsidiary of Equitable, is a 
stock life insurance company organized in 1972 under the 
laws of the State of New York. As of March 31, 1975, it 
had total assets of approximately $7.9 million, and as of 
June 16, 1975, was authorized to transact a life insurance 
and annuity business in New York and 38 other states. 
EVLICO is registered as a broker-dealer under the Securities 
Exchange Act of 1934 ("1934 Act’’) and as an investment 
adviser under the Investment Advisers Act of 1940 
(“Advisers Act”’). 


Equitable is a mutual life insurance company organized 
under the laws of the State of New York in 1859. Equit- 
able is the third largest life insurer in the United States in 
terms of assets. Equitable, registered with the Commission 
as a broker-dealer under the 1934 Act and as an investment 
adviser under the Advisers Act, will function, together with 
EVLICO, as the principal underwriter and investment 
adviser for the Account. 


EVLICO and the Account, as joint issuers, have filed 
registration statements under the Securities Act of 1933 
for the offering of two types of variable life insurance con- 
tracts, a Variable Whole Life Insurance contract and a 
Variable Increasing Protection Life Insurance contract. 
EVLICO’s VLI contracts provide for an amount payable on 
death which, so long as premiums are duly paid, varies to 
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reflect the investment experience of the Account. The 
contracts specify a face amount and guarantee payment of 
a death benefit (the ‘guaranteed minimum death benefit’) 
at least equal to that amount, irrespective of investment 
experience. Under EVLICO’s Variable Increasing Protec- 
tion Life Insurance.contract, the face amount, /.e., the 
guaranteed minimum death benefit, increases by 3% at the 
beginning of each policy year from the second to the 
fifteenth and is constant thereafter at 150% of the initial 
face amount. The amount payable on death is calculated at 
the beginning of each contract year to reflect the Ac- 
count’s investment experience during the previous contract 
year and is guaranteed for the entire ensuing contract year. 
The life insurance coverage under the contracts is for the 
whole of life, and the mortality and expense risks there- 
under are guaranteed and assumed by EVLICO which 
assesses an annual charge against the assets of the Account 
to cover such contingencies. The contracts provide for first 
year cash values and for cash values that equal the reserves 
at the end of each contract year. The contracts are subject 
to regulation under the insurance laws of each state in 
which such contracts are offered, including all required 
approvals by the insurance commissioner of each such 
state. 


The Commission has determined that variable life insurance 
contracts and related persons are subject to the federal 
securities laws and, specifically, that separate accounts 
established to fund variable life insurance contracts should 
be subject to the regulatory provisions of the Act (Invest- 
ment Company Act Release No. 8690 (February 27, 

1975) ). Applicants submit that, accordingly, EVLICO has 
designed its VLI contracts and the operations of the 
Account funding the contracts so as to comply, as nearly 

as possible, with the requirements of the Act and has 
caused the Account to register as an investment company. 
Nevertheless, Applicants assert that certain aspects of 
EVLICO’s VLI contracts and Applicants’ operations do not 
exactly conform with the Act. In requesting specific ex- 
emptions under the Act, Applicants request that the Com- 
mission exercise its authority pursuant to Section 6(c) to 
order exemptions which are necessary or appropriate in the 
public interest and consistent with the protection of in- 
vestors, in recognition of the fact that EVLICO’s VLI con- 
tracts—in terms of their provisions and administration— 
contain important characteristics of insurance policies and 
are appropriately regulated by state insurance authorities. 


Section 14(a) 


Section 14(a) provides, in pertinent part, that no registered 
investment company, and no principal underwriter for 

such a company, shall make a public offering of securities 
of which such company is the issuer, unless such company 
has a net worth of at least $100,000. EVLICO has allocated 
$80,000 to the Account which is the maximum permitted 
amount under New York Insurance Law. Accordingly, 
Applicants request an exemption from Section 14(a) in 
order to make a public offering of VLI contracts under cir- 
cumstances where the Account’s net worth is expected to 
be less than $100,000. 


Applicants assert that the Account will be sponsored and 
advised by responsible entities within the intendment of 
of Section 14(a) which was designed to halt the irresponsi- 


ble formation of investment companies. Reference is also 
made to the fact that EVLICO’s capital and surplus exceed 
the minimum standard of Rule 14a-2 which provides an 
exemption from Section 14(a) with respect to certain 
variable annuity separate accounts. 


Section 18{(i) 


Section 18(i) provides, in pertinent part, that every share of 
stock issued by a registered management company shall be 
a voting stock and have equal voting rights with every 
other outstanding voting stock. Applicants state that, be- 
cause of the insurance nature of EVLICO’s VLI contracts, 
no “share of stock” within the meaning of the Act, and no 
analogous unit of pro rata interest, can, or will be, issued 
under the contracts. EVLICO has determined, in the 
absence of shares of stock, to base voting rights on the cash 
values which represent the amounts payable to contract- 
holders if they surrender their contracts. Each contract- 
holder will have one vote for each $100 of cash value 
determined as of a record date not more than 60 days 
before the date of the annual meeting. 


Applicants submit that fair and reasonable voting rights will 
be afforded in connection with every contract and equality 
will be achieved by computing the voting rights on the 
same basis for all contracts. 


Applicants seek relief in order to eliminate any question as 
to full compliance with the Section. 


Sections 15(a), 15(c) and 18(i) 


Sections 15(a) and 15(c), in pertinent part, provide that it 
shall be unlawful for a person to serve as an investment 
adviser of a registered investment company, except pur- 
suant to a written contract approved by a vote of the 
board of directors of the investment company and/or the 
outstanding voting securities of such company in accord- 
ance with the requirements of the Sections. 


Applicants submit that the Act does not specifically grant 
to contractholders or the Account’s Committee (i.e., 
Board of Directors) the power to select a new investment 
adviser, but that it is possible that Section 15 and/or Sec- 
tion 18(i) could be interpreted as implying such a right or 
obligation in the event the requisite approval of the 
Accounts investment adviser’s agreement with Equitable 
and EVLICO were not obtained. Similarly, Applicants 
assert that it may be claimed that contractholders have the 
right to propose a change of investment adviser under the 
1934 Act. In order to eliminate any question as to full 
compliance with the Act, Applicants request an exemption 
from Sections 15(a), 15(c) and 18(i) so that EVLICO may 
disapprove an outside adviser. EVLICO believes that it 
must provide against the contingency that voting power 
might be used to take action that, in the view of EVLICO 
or state insurance regulators, could impact unfavorably on 
EVLICO’s solvency, including its liability exposure relating 
to the guaranteed minimum death benefit and other risks 
assumed under the VLI contracts. 


In requesting this exemption, EVLICO undertakes that it 
will disapprove a change in investment adviser only for the 
following reasons and subject to the following limitations 
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and conditions: 


a. EVLICO’s disapproval would not be unreasonable, and 
EVLICO would disapprove for only one or more of the 
reasons listed below which would be given in writing to the 
Account’s Committee and which the Committee’would 
have the right to have included in any proxy statement for 
the next annual meeting of contractholders. 


b. EVLICO would disapprove a proposed change if it were 
contrary to state law or if state insurance regulators pro- 
hibited the proposed change. 


c. Even if state insurance regulators did not prohibit the 
proposed change, EVLICO would disapprove if: 


i. the rate of the proposed investment advisory fee would 
exceed the maximum rate that EVLICO would be per- 
mitted to charge against the Account’s assets for such serv- 
ices as specified in the VLI contracts, or 


ii. EVLICO determined that the change to the proposed 
adviser could, in view of the nature of the VLI contracts, 
have an adverse effect on its general account, in that the 
proposed adviser could reasonably be expected, based on 
that adviser’s general reputation and standing, advisory and 
research publications, past performance with clients, or the 
like, to engage in practices which could involve investments 
or investment techniques which would be unsound or overly 
speculative. Such investments and investment techniques 
could include, but not necessarily be limited to, those 
which (1) were inconsistent with the Account’s objective 
to achieve increasing income and long-term appreciation of 
capital, consistent with investment quality, (2) varied from 
the general quality and nature of investments and invest- 
ment techniques pursued by Equitable’s or EVLICO’s 
separate accounts which are registered as investment com- 
Panies or have comparable categories of investments, or 

(3) reflected an extreme or disproportionate investment 
emphasis in terms, for example, of a particular philosophy, 
type of security, type of securities market or technique. 


Sections 8(b), 13(a), and 18{(i) 


Section 8(b), in pertinent part, requires every registered 
investment company to file with the Commission a reg- 
istration statement reciting the investment policies of the 
company and enumerating those which are changeable only 
if authorized by shareholder vote. Section 13(a), in 
pertinent part, provides that no registered investment com- 
pany shall, unless authorized by the vote of a majority of 
its outstanding voting securities, deviate from any invest- 
ment policy which is changeable only if authorized by 
shareholder vote. 


Applicants request an exemption from Sections 8(b), 

13(a), and 18(i) so that any proposed changes in investment 
policies may be disapproved by state insurance authorities 
and EVLICO. This exemption request with respect to a 
change in investment policies is similar to that requested 
above with respect to a change in investment adviser. 
Applicants assert that contractholders and the Account’s 
Committee may be deemed to have a right, under the Act 
or Section 14 of the 1934 Act, to propose a change in 
investment policy, even though such a right is not specifical- 
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ly granted by the Act. Applicants submit that a change in 
the Account'’s investment policy could have the same 
adverse effects for EVLICO’s general account as a change 
in investment adviser. In requesting this exemption, 
EVLICO undertakes that any disapproval of a change in 
investment policy would be subject to the applicable 
limitations and conditions set forth above. 


Applicants request a further exemption from Sections 
8(b), 13(a) and 18(i) to permit changes in existing invest- 
ment policies or adoption of new investment policies, with- 
out contractholder vote where required by state insurance 
regulators. Such authorities have the ultimate power to 
impose or change investment policies to assure that 
EVLICO’s general account, which has liabilities relating to 
the guaranteed minimum death benefit and other risks 
under the VLI contracts, is not unduly jeopardized. 


Sections 22(e) and 27(c)(1) and Rule 22c-1 


Section 22(e) provides, in pertinent part, that no regis- 
tered investment company may suspend the right of re- 
demption or postpone payment upon redemption of any 
redeemable security for more than seven days after tender 
of such security to the company or its designated agent. 
Section 27(c)(1} provides that it shall be unlawful for any 
registered investment company issuing periodic payment 
plan certificates, or for any underwriter for such company, 
to sell any such certificate, unless such certificate is a 
redeemable security. The term “‘redeemable security” is 
defined in Section 2(a)(32) to mean any security under the 
terms of which the holder, upon its presentation to the 
issuer, is entitled to receive approximately his propor- 
tionate share of the issuer’s current net assets, or the cash 
equivalent thereof. Rule 22c-1 essentially requires that 
redemptions be made on the basis of daily, forward pricing. 


Applicants request an exemption from Sections 22(e) and 
27(c)(1) and Rule 22c-1 in order to sell and administer 
VLI contracts with the provisions contained therein and 
supporting administrative procedures. EVLICO’s VLI con- 
tracts provide for the payment of monies to a contract- 
holder or beneficiary upon presentation to EVLICO of a 
contract. Applicants assert that, generally speaking, these 
provisions, and Applicant’s supporting administrative pro- 
cedures, have been structured so as to meet the intend- 
ment of the Act as closely as deemed feasible, particularly 
with respect to the forward pricing requirements of Rule 
22c-1 and the prompt payment requirements of Section 
22(e). 


The application sets forth a description of the principal 
provisions and procedures which might be deemed to con- 
stitute, either directly or indirectly, a “redemption” of the 
contractholder’s interest within the meaning of the Act, 
including surrender for cash value, death claims, and ex- 
change of contract. Applicants submit that, because of the 
insurance nature of the contracts, the procedures involved 
necessarily differ in certain significant respects from the 
redemption procedures for mutual funds and contractual 
plans. The principal difference is asserted to be that the 
payee will not receive a pro rata or proportionate share of 
the Account’s assets within the meaning of the Act. The 
amount received by the payee will depend upon the par- 
ticular benefit for which the contract is presented. There 
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are also certain contract provisions—such as options on 

lapse and cash value ioans—pursuant to which the contract 
will not be presented to EVLICO but which will affect the 
contractholder’s benefits and involve a transfer of the assets 
supporting the reserve out of the Account. Finally, state 
insurance law may require that certain requirements be 

met before EVLICO is permitted to make payments to the 
payee. 


Section 22(d) and Rule 22c-1 


Section 22(d) provides, in pertinent part, that no registered 
investment company shall sell any redeemable security 
issued by it to any person except either to or through a 
principal underwriter for distribution or at a current public 
offering price described in the prospectus, and, if such class 
of security is being currently offered to the public by or 
through an underwriter, no principal underwriter of such 
security and no dealer shall sell any such security to any 
person except a dealer, a principal underwriter or the 

issuer, except at a current public offering price described 

in the prospectus. 


Applicants request an exemption from Section 22(d) and 
Rule 22c-1 in order to sell and administer VLI contracts 

with the provisions contained therein and supporting ad- 
ministrative procedures. 


The application sets out a summary of the principal VLI 
contract provisions and administrative procedures which 
might be deemed to constitute, either directly or indirectly, 
a “purchase” transaction, including premium schedules and 
underwriting standards, application end initial premium 
processing, anniversary and premium processing, correction 
of misstatement of age or sex, and reduction in premium 
rate classification. Applicants submit that, because of the 
insurance nature of the contracts, the procedures involved 
necessarily differ in certain significant respects from the 
purchase procedures for mutual funds and contractual 
plans. The chief differences revolve around the premium 
rate structure, the insurance underwriting (/.e., evaluation 
of risk) process and EVLICO’s advancement of the “net 
annual premium” whether or not a premium has been 

paid. There are also certain contract provisions—such as 
reinstatement and loan repayment—which do not result in 
the issuance of a contract but which require certain pay- 
ments by the contractholder and involve a transfer of assets 
supporting the contract reserve into the Account. 


Rule 22c-1 


The calculation of the amount payable on death will be 
made on each contract's anniversary date, and the amount 
payable on death will remain constant during the contract 
year provided premiums have been duly paid. If payment 
of the amount payable on death should be deemed to con- 
stitute a “redemption” or “repurchase” within the meaning 
of the Act, EVLICO’s calculation procedure would not 
comply with the daily forward pricing requirements of 

Rule 22c-1. 


Applicants submit that there is a substantial question 
whether the purposes of Rule 22c-1—and the concepts of 
the Act on which the Rule is based—can be said to be 
applicable here. They assert that under EVLICO’s contracts, 





as is true with all insurance policies, there are no units or 
other measure of interests comparable to mutual fund 
shares or variable annuity units. The amount payable on 
death is payable regardless of the amount of the aggregate 
premiums which have been paid. Furthermore, Rule 22c-1 
is conceptually concerned with balancing the interest of the 
purchasing or redeeming holder against the interests of the 
body of other holders, in connection with an investment 
decision made by that holder. Obviously, a VL! contract- 
holder cannot (except for suicide) choose when to die and 
thereby trigger payment of the variable amount payable 
on death. 


Notwithstanding the foregoing, Applicants request an 
exemption from Rule 22c-1 to eliminate any question as to 
full compliance with the Rule, based on the following rea- 
sons: (1) EVLICO believes that the contractholders and 
beneficiaries will be advantaged if they are able to expect 

a particular amount to be payable for at least a year; (2) 
under EVLICO’s contract design, excess earnings above the 
assumed rate of investment return will “purchase” paid-up 
whole life additions to the insurance which will result, in 
the early contract years, in relatively small changes in the 
amount payable on death; (3) under a design that provides 
for a daily variation in the amount payable on death, the 
daily equivalent of the “‘annual net premiums” typically 
would be allocated to the Account on a daily basis, and 
such an approach, on average, would treat all premium 
frequencies less favorably than EVLICO’s design, because 
there would be less money “working” for the contract- 
holder in terms of the investment experience of the 
Account; (4) operating an administrative system that must 
provide for the daily allocation of “‘net premiums” and the 
daily change in the variable death benefit would increase 
costs significantly; (5) EVLICO’s design was constructed 
so that a contractholder, if he desired, could calculate the 
change in amount payable on death from the factors stated 
in the contract and the historical record of the Account 
indices, and this would be virtually impossible under a sys- 
tem of daily changes in the amount payable on death; and 
(6) the annual variation in amount payable on death and 
annual allocation of the “net premiums” to the Account 
has enabled EVLICO to develop a simpler contract with 
respect, for example, to the loan and options on lapse 
provisions. 


Section 27(c)(2) 


Section 27(c)(2) prohibits a registered investment company, 
or a depositor or underwriter for such company, from sell- 
ing periodic payment plan certificates unless the proceeds 
of all payments (other than sales load) are deposited with 

a bank as trustee or custodian and held under an indenture 
or agreement containing, in substance, the provisions re- 
quired by Sections 26(a)(2) and (3) for trust indentures of 
a unit investment trust. Section 26(a)(2) requires that the 
trustee or custodian segregate and hold in trust all securities 
and cash of the trust, places certain restrictions on charges 
which may be made against the trust income and corpus, 
and excludes from expenses which the trustee or custodian 
may charge against the trust any payments to the depositor 
or principal underwriter, other than a fee, not exceeding 
such reasonable amount as the Commission may prescribe, 
for performing bookkeeping and other administrative 
services delegated to them by the trustee or custodian. Sec- 
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tion 26(a)(3) governs the circumstances under which the 
trustee or custodian may resign. 


Applicants request an exemption from Section 27(c)(2). 
The Account intends to comply fully with Section 17(f) 
by entering into a custodian agreement which satisfies the 
requirements of that Section. Applicants assert that since 
Sections 17(f) and 27(c)(2) overlap in certain fundamental 
respects, important protections imposed by Section 27(c)(2) 
will be provided to contractholders under the correspond- 
ing provisions of Section 17(f). Moreover, in keeping with 
the insurance nature of the VLI contracts, Applicants 
intend to receive premium payments directly, pursuant to 
procedures described in the application, and submit that 
such procedures are consistent with the practice of the life 
insurance industry and afford adequate safeguards to con- 
tract applicants and holders. The operations of both Equit- 
able and EVLICO, including the receipt and processing of 
premiums, are closely regulated by the New York Insurance 
Department. Under New York Insurance Law, EVLICO 
may not abandon its obligations to VLI contractholders 
until they have been fully discharged. Applicants submit 
that the dangers against which Sections 27(c)(2) and 26(a) 
are directed are not present under these circumstances. 


Applicants state that the deductions from premiums for 
administrative expenses will cover the charges levied by the 
custodian bank pursuant to the arrangements described 
above, and that a small portion of such deductions may be 
attributable to “bookkeeping and other administrative 
services [performed by EVLICO], of a character normally 
performed by the trustee or custodian itself’ within the 
meaning of Section 26(a)(2)(C). In addition, the charges 
against Account assets for EVLICO’s assumption of the 
expense risk could be deemed to be charges for such 
services. 


Applicants consent that the requested exemption may be 
subject to the conditions (i) that such portion of the de- 
duction from premiums for such administrative services 
shall not exceed such reasonable amounts as the Commis- 
sion shall prescribe, jurisdiction being reserved for such 
purpose and (ii) that the payment of sums and charges, if 
any, out of the assets of the Account for such administra- 
tive services shall not be deemed to be exempted from 
regulation by the Commission, pursuant to Sections 
27(c)(2) and 26(a)(2)(C), by reason of the requested 
order. However, Applicants’ consent to these conditions 
shall not be deemed to be a concession to the Commission 
of authority to regulate the deductions from premiums or 
sums and charges paid out of the assets of the Account, 
other than the charges for such administrative services, and 
Applicants reserve the right, in any proceeding before the 
Commission, in any suit or action in any court, to assert 
that the Commission has no authority to regulate the 
amount of deductions from premiums and payments from 
assets of the Account, other than for such administrative 
services. In this connection, Applicants assert that virtually 
all of the deductions from premiums for administrative 
expenses relate to the insurance nature of the product. 


Section 27(f) and Rule 27f-1 


Section 27(f) provides, in pertinent part, that, with respect 
to any periodic payment plan, the custodian bank for such 
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plan shall mail to each certificateholder, within sixty days 
after the issuance of the certificate, a statement of charges 
to be deducted from the projected payments on the cer- 
tificate and a notice of his right of wirhdrawal, and the 
certificateholder may within forty-five days of the mailing 
of the notice surrender his certificate and receive in pay- 
ment thereof, in cash, the sum of (1) the value of his 
account, and (2) an amount, from the underwriter or de- 
positor, equal to the difference between the gross payments 
made and the net amount invested. Rule 27f-1 specifies 
the method of transmittal, form and contents of the 
required notice. 


Applicants request an exemption from Section 27(f) and 
Rule 27f-1 to permit EVLICO’s contracts to provide that 
the contractholder, within 45 days of the completion of 
Part 1 of the application for issuance of the contract or 
10 days after receipt of the contract or the mailing of the 
notice of the right of withdrawal, whichever is later, may 
return the contract for cancellation and receive therefor 
the premium paid. Such a provision is required under the 
insurance law of a number of states. 


Applicants assert that a VLI contractholder will not hold a 
pro rata or proportionate share of the Account’s assets 
within the meaning of the Act, and there will be no 
“account” under the VLI contracts within the contempla- 
tion of Section 27(f). Under these circumstances, there 
would be no dilution to any other contractholder if the 
full premium were paid to a VLI contractholder exercising 
his withdrawal right. It is also noted that payment of the 
full premium upon demand during the withdrawal period 
has the effect of not reimbursing EVLICO for the cost of 
insurance coverage provided up to the date of withdrawal 
and the first year administrative expenses. While the return 
of the full premium takes no account of the investment 
experience of the Account between the register date (as 
defined in the application) and the date of withdrawal, 
Applicants assert that any increase in cash value attribut- 
able to investment experience during this short period 
would be trivial when compared with the cost of insurance 
and administrative expenses for which no charge will be 
made. 


The cost of providing insurance during the withdrawal 
period will be borne by EVLICO and, insofar as it affects 
the determination of premium rates, indirectly by all 
EVLICO contractholders. The cost will vary in direct pro- 
portion to the length of the withdrawal period. In view of 
the underwriting (.e., evaluation of risk) period that must 
precede the issuance of VLI contracts, Applicants assert 
that imposition of the Section 27(f) withdrawal period in 
the context of variable life insurance would subject 
EVLICO to costs and risks for an unduly long period of 
time. 


Applicants request an exemption from Section 27(f) and 
Rules 27f-1(a) and (b) in order that a copy of the notice of 
withdrawal may be delivered by an Equitable registered 
representative to the contractholder along with the VLI 
contract and a duplicate copy of such notice will be mailed 
by Equitable or EVLICO to the contractholder on the date 
of delivery. If such mailing were delayed beyond the date 
of delivery, EVLICO administratively will extend the with- 
drawal period until ten days from the actual mailing. Since 
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the insurance law of a number of states requires that the 
withdrawal period extend from the date on which the con- 
tractholder receives his contract, Applicants believe that 
the contractholder should receive the notice of his with- 
drawal right at the same time he receives the contract, and 
that this can be assured by personal delivery of the notice. 
Applicants also request an exemption from Rule 27f-1(a) 
to permit the notice of withdrawal right, which is per- 
sonally delivered, to be accompanied by a personalized 
illustration of the premiums, amounts payable on death 
and cash values for the particular contractholder. Finally, 
Applicants request an exemption from Rule 27f-1(d) to 
permit the notice of withdrawal right to be made in the 
form attached to the application, because the information 
called for by Form N-27F-1 required by the Rule cannot 
be furnished where payments are to be made over an in- 
definite period of time. 


Section 27(h) 


Section 27(h) provides, in pertinent part, that upon making 
the election specified in subsection (g), it shall be unlawful 
for any such electing registered investment company issuing 
periodic payment plan certificates, or for any underwriter 
for such company, to sell any such certificate, if the sales 
load on such certificate exceeds nine per cent (9%) of the 
total payments to be made thereon. 


Applicants have calculated the “‘sales load’’, as defined in 
Section 2(a)(35), for a contract year for the purpose of 
complying with Section 27 to be the excess of the gross 
annual premium payable in the contract year (exclusive of 
an annual administrative fee referred to below) over the 
sum of the following items: 


i. the amount of the cash value for the first year, and the 
amount of the increase in the cash value for each subse- 
quent year, that is not attributable to investment earnings; 


ii. the cost of insurance based on the Commissioners 1958 
Standard Ordinary Mortality Table; 


iii. an insurance risk charge of .4% of the premium to cover 
any insufficiency in the Account to provide for the guar- 
anteed minimum death benefit; 


iv. 2% of the premium for state premium taxes; 


v. any additional premium charged if the insured does not 
meet standard underwriting requirements; 


vi. any additional premium specifically charged for any 
incidental benefits; 


vii. $4 per $1,000 of face amount for the Variable Whole 
Life Insurance contract, and $5 per $1,000 of initial face 
amount for the Variable Increasing Protection Life Insur- 
ance contract, in the first contract year for first year ad- 

ministrative expenses not properly chargeable to sales or 

Promotional activities and not covered by the annual ad- 
ministrative fee of between $25 and $30. 


Applicants submit that compliance with the 9% limitation 
on sales loads in Section 27(h)(1) is to be determined based 
on an individual holder who makes all of his payments 





under the contract, and is to be calculated on the basis of 
“the total payments to be made,” and that there is no 
requirement as to a maximum period during which such 
“total payments” must be made. Therefore, Applicants 
assert that there is a substantial question whether an ex- 
emption from Section 27(h)(1) is required. 


EVLICO will compute the 9% sales load limitation over a 
period somewhat shorter than the life expectancy of the 
contractholder, and in no event longer than 20 years. The 
period will depend upon the issue age of the insured. The 
sales load under EVLICO’s contracts issued at those ages 
where the computation is made for a 20-year period will in 
no event exceed the following: 


Maximum Sales Load as a 
Percentage of Gross Annual 





Contract year Premiums 

1st year 20% 
2nd through 4th years 14.5% 
5th and later years 7.25% 


In view of the foregoing, Applicants assert that this pro- 
posed approach to the concept of sales load should be con- 
strued to comply with the express language of Section 
27(h)(1) and that, accordingly, no exemption should be 
deemed required in this regard. However, Applicants re- 
quest an exemption in order to eliminate any question as to 
full compliance with Section 27, based upon the following: 


(1) EVLICO has not attempted to split the premium into 
an “investment element” that might be construed to be 
subject to the limitations of Section 27(h)(1), and an 
“insurance element” clearly not subject to such limitations. 
Nevertheless, even under EVLICO’s approach of submitting 
the entire premium to regulation under 27(h)(1), the 
policies come reasonably close to meeting the 9% limitation 
over the 12-year period established under Rule 27a-1 for 
variable annuity contracts; 


(2) Since EVLICO’s VLI contracts provide insurance cover- 
age, and contemplate premium payments, for the whole of 
life, the contractholder’s life expectancy is the only single 
period which can be pointed to as a required period of 
measurement for purposes of Section 27(h). The 20-year 
period proposed by EVLICO is the period generally utilized 
by the industry and its commentators as an appropriate 
period for illustrating aspects of life insurance premiums 
and benefits; 


(3) Applicants assert that separate standards governing sales 
loads under variable life insurance are required for essential- 
ly the same reasons that the National Association of 
Securities Dealers, Inc. concluded that separate rules are 
required for variable annuity contracts and mutual fund 
shares. In this connection, the 40% first year commission 
rate payable on the sale of EVLICO’s VLI contracts is not 
excessive when compared with the maximum rate permitted 
to be charged under New York insurance law and when 
viewed in light of the relatively greater training and sales 
efforts for salesmen who offer VLI contracts, a newly de- 
veloped form of insurance, as compared with traditional 
fixed benefit life insurance; 
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(4) EVLICO’s VLI contracts will conform to all of the 
applicable requirements of Section 27(h). Although the 
Commission has prescribed no limitations on management 
fees pursuant to Section 27(h)(6), Applicants point out 
that EVLICO’s VLI contracts provide for a charge for in- 
vestment management expenses not to exceed .25% of the 
net assets of the Account per year, which they represent 
to be a low limit for management fees in light of the long 
duration of the contracts, and the fact that EVLICO will 
assume the risk of any insufficiency of this amount; 


(5) The actuarial structure of EVLICO’s VLI contracts has 
been modified to use a reserve basis and scale of cash 
values so that there will be a substantial first year cash 
value and the cash value will equal the reserve at the end of 
each contract year. To assist in providing for the first year 
cash value, the agents’ first year commissions will be re- 
duced below maximum levels permitted uncer New York 
insurance law for whole life insurance contracts. The 
agents’ commission rate in the first year will be 40% of the 
gross premium; 


(6) Based on the foregoing, Applicants believe that if the 
VLI contracts, as restructured, are held not to comply suf- 
ficiently with such requirements to permit EVLICO to 
market them, variable life insurance could not be sold in 
any form in accordance with the Act. 


Section 6{c) 


Section 6(c) authorizes the Commission to exempt any per- 
son, security or transaction, or any class or classes of per- 
sons, securities, or transactions, from the provisions of the 
Act and Rules promulgated thereunder if and to the extent 
that such exemption is necessary or appropriate in the 
public interest and consistent with the protections of in- 
vestors and the purposes fairly intended by the policy and 
provisions of the Act. 


Applicants have reserved the right, in any proceeding before 
the Commission or in any suit or action in any court, to 
assert that the Commission has no authority to regulate 
their variable life insurance contracts or the Applicants 
with respect to the contracts, or to take any necessary or 
appropriate steps in accordance with any decision by the 
Commission or any court regarding these jurisdictional or 
related issues. Applicants agree to comply with any exemp- 
tive rule adopted by the Commission which affords more 
narrow, or broader, exemptions than contemplated in any 
Commission order issued in response to their application. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than September 12, 1975 at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature of 
his interest, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall order a 
hearing thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon Applicants at the address stated above. Proof 
of such service (by affidavit, or in case of an attorney-at- 
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law, by certificate) shall be filed contemporaneously with 
the request. As provided by Rule O-5 of the Rules and 
Regulations promulgated under the Act, an order disposing 
of the application will be issued as of course following 
September 12, 1975 unless the Commission thereafter 
orders a hearing upon request or upon the Commission’s 
own motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices and 
orders issued in this matter, including the date of the hear- } 
ing {if ordered) and any postponements thereof. 





By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8889/August 13, 1975 


In the Matter of 


ARNOLD BERNHARD & CO., INC. 

VALUE LINE SECURITIES, INC. 

THE VALUE LINE FUND, INC. 

THE VALUE LINE INCOME FUND, INC. 

THE VALUE LINE SPECIAL SITUATIONS FUND, INC. 

THE VALUE LINE DEVELOPMENT CAPITAL 
CORPORATION 

5 East 44th Street 

New York, New York 10017 

(812-3709) 








NOTICE OF FILLING OF APPLICATION PURSUANT TO 
SECTION 17(d) OF THE ACT AND RULE 17¢-1 
THEREUNDER 


NOTICE IS HEREBY GIVEN that The Value Line Fund, 
Inc. (“VLF’’), The Value Line Income Fund, Inc. (“VLIF”), 
The Value Line Special Situations Fund, Inc. (“VLSSF”), 
registered open-end investment companies under the Invest- 
ment Company Act of 1940 (“Act”) (VLF, VLIF, and 
VLSSF are herein collectively referred to as the ““Funds”), 
The Value Line Development Capital Corporation 
(“VLDCC”), registered under the Act as a closed-end in- 
vestment company, Arnold Bernhard & Co., Inc. (“AB& 
Co.”’), the investment adviser to the Funds and VLDCC, 
and Value Line Securities, Inc. (““VLS”), a wholly-owned 
subsidiary of AB & Co., registered as a broker-dealer pur- 
suant to the Securities Exchange Act of 1934 (“1934 
Act”) and the principal underwriter for each of the Funds, 
(the Funds, VLDCC, AB & Co., and VLS are herein col- 
lectively referred to as the ‘“Applicants’’) filed an applica- 
tion on October 18, 1974, and amendments thereto on 
January 3, 1975, January 16, 1975, and February 25, 
1975, for an order pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder permitting Applicants to par- 
ticipate in a settlement of certain litigation in the manner 
provided in agreements between AB&Co. and VLS and each 
of the Funds. All interested persons are referred to the 
application on file with the Commission for a statement of 
the representations therein, which are summarized below. 













On May 1, 1974, the United States District Court for the 
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District of Massachusetts approved the settlement and dis- 
missal of an action which the Applicants had commenced 
on March 8, 1971, against Keystone Custodian Funds, Inc. 
(“Keystone”), its wholly-owned subsidiary, Investment 
Companies Services Corporation (“ICSC”), and certain 
named individuals. This action related to agreements which, 
in the Spring of 1968, each of the Funds and VLS had 
entered into with ICSC. These agreements provided that 
ICSC would furnish shareholder servicing and transfer 
agency services to the Funds. 


The action charged that as a result of errors and defaults by 
ICSC in performance of its duties under the agreements, 
share certificates of the Funds were issued by ICSC with- 
out receipt of payment or remittance to the Funds, shares 
of the Funds were not issued to purchasing shareholders or 
were issued in wrong amounts, liquidation payments were 
made in duplicate or sometimes were not remitted to share- 
holders, purchases were not recorded or were inaccurately 
recorded, commissions were not paid to dealers and VLS 

or were paid in duplicate or in wrong amounts, dividends 
and capital gains distributions were improperly paid and 
credited, and ICSC’s books, compiled pursuant to 1CSC’s 
duties as transfer agent for the Funds, indicated more 
shares of the Funds outstanding than appeared on the 
Funds’ own books. 


As a result of the difficulties referred to in the action, 
VLSSE, in 1969, suspended all sales of its shares, and the 
Commission instituted an administrative proceeding against 
VLS and its controlling persons charging them with, among 
other things, having sold shares of the Funds without dis- 
closure of the state of the Funds’ books, records, and share- 
holder servicing. This proceeding was settled by a consent 
order (Securities Exchange Act Release No. 9183, May 

25, 1971). In connection with the settlement of this pro- 
ceeding, respondents represented that they had voluntarily 
placed shares of the Funds owned by them in escrow to 
save shareholders from any harm as a result of possible dis- 
crepancies in the records of the Funds and had taken steps 
and expended substantial sums of money to assure that cur- 
rent operations were in compliance with applicable laws 
and regulations and that the difficulties which accumulated 
in the past were effectively remedied without cost or loss 
to the Funds or their shareholders. 


In the action against ICSC, the Applicants sought recovery 
of the sums expended by AB & Co. and VLS in rectifying 
the above-described situation, damages for the loss of 
underwriting and advisory fees and for injury to the Value 
Line name, and damages to the Funds for loss of good will, 
payments to ICSC made under protest, loss of sales and 
other injuries. Damages were alleged, without differentia- 
tion as to the various plaintiffs, in the amount of 
$40,000,000. 


The settlement provided for a payment by defendants to 
Applicants of $2,082,500. An allocation between “‘dam- 
ages” and “goodwill” being important for tax purposes, it 
was provided that $1,182,500 was allocated for ““dam- 
ages” and $900,000 for injury to “goodwill”. The settle- 
ment also provided that, among other things, certain claims 
against dealers and shareholders would be assigned by 

ICSC to Applicants, the Funds would be released from 
obligations on an overdraft in the State Street Bank & 





Trust Co. in the amount of $222,097 that had been in- 
curred by ICSC on behalf of the Funds, and the Funds and 
VLS would relinquish their rights to sums representing col- 
lections by ICSC which ICSC had not transmitted to the 
Funds, against which sums ICSC had alleged certain off- 
sets “for bank charges and debts”, and ICSC would relin- 
quish such offsetting claims. 


AB&Co. and VLS have entered into an agreement with 
each of the Funds with reference to the settlement. Pur- 
suant to the agreements (1) AB & Co. would continue to 
hold the Funds harmless against claims that may be asserted 
by shareholders, debtors or others as a result of the services 
performed by ICSC, (2) AB & Co. or VLS would pay to 
each Fund a number of shares equal to the share discrep- 
ancy in respect of the Fund, per books, (3) the cash 
amount received in settlement would be retained by AB & 
Co. or VLS, (4) no claim would be made by AB & Co. and 
VLS against the Funds for recoupment of any part of the 
costs of the litigation and no recourse would be made to 
the Funds for any part of the out-of-pocket expenses or 
other costs or amounts to be paid by AB & Co., and (5) 

AB & Co. would, in possible recoupment of sums otherwise 
paid or to be paid by AB & Co. for the Funds, take the 
claims of ICSC against dealers and shareholders which 

ICSC had assigned to Applicants. 


The settlement payment and the value of the claims 
assigned to AB & Co. are stated to be less than a conserva- 
tive statement of the costs and expenditures of AB & Co. 
and its wholly-owned subsidiaries allegedly due to ICSC’s 
actions as Transfer Agent. These expenses are stated to be 
in the amount of $2,517,408, consisting of legal, account- 
ing, and other similar expenses in the amount of 
$2,116,800, the cost of shares of the Funds surrendered by 
AB & Co. to the Funds to cover discrepancies in books and 
records of the Funds, amounting to $346,000 as of April 
30, 1974, and forfeited dividends on the shares of the 
Funds which AB & Co. had placed in escrow to hold the 
Funds harmless from damages resulting from the state of 
their books and records, totaling $54,008. 


Applicants state that VLDCC’s interest in the litigation was 
nominal or non-existent since it had not been a party to 
the transfer agency arrangement with ICSC. 


The Boards of Directors of the Funds and of VLDCC, in- 
cluding the non-interested members thereof, have auth- 
orized and approved the settlement agreement, and the 
Boards of Directors of each Fund, including the non- 
interested members thereof, have approved the respective 
agreement between their Fund and AB&Co. and VLS 
relating to the settlement. 


Section 17(d) of the Act and Rule 17d-1 thereunder, taken 
together provide, in pertinent part, that it shall be unlawful 
for any affiliated person of a registered investment com- 
pany or any affiliated person of such a person, acting as 
principal, to participate in, or effect any transaction in con- 
nection with any joint enterprise or arrangement in which 
any such registered company, or a company controlled by 
such registered company, is a participant unless an applica- 
tion regarding such arrangement has been granted by an 
order of the Commission, and that, in passing upon such an 
application, the Commission will consider whether the 
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participation of such registered or controlled company in 
such arrangement is consistent with the provisions, policies 
and purposes of the Act, and the extent to which such 
Participation is on a basis different from or !ess advantage- 
ous than that of other participants. The arrangement among 
Applicants in connection with the settlement may be 
deemed to constitute a joint transaction or arrangement 
subject to the provisions of Section 17(d) and Rule 17d-1 
of the Act. 


Applicants state that the aforesaid arrangement in connec- 
tion with the settlement is consistent with the provisions, 
policies and purposes of the Act and that each of the 
Funds and VLDCC are and have been fairly dealt with and 
are participating and have participated on a basis which is 
no less advantageous than that of other participants. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than September 8, 1975, at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature of 
his interest, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall order a 
hearing thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549, A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon Applicants at the address stated above. Proof 
of such service (by affidavit, or in case of an attorney-at- 
law, by certificate) shall be filed contemporaneously with 
the request. As provided by Rule O-5 of the Rules and 
Regulations promulgated under the Act, an order disposing 
of the application will be issued as of course following 
September 8, 1975, unless the Commission thereafter 
orders a hearing upon request or upon the Commission’s 
own motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices and 
orders issued in this matter, including the date of the hear- 
ing (if ordered) and any postponements thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8890/August 13, 1975 


In the Matter of 


URBAN IMPROVEMENT FUND LIMITED - 1975 
6380 Wilshire Boulevard 
Los Angeles, California 90048 


and 


INTERFINANCIAL REAL ESTATE MANAGEMENT 
COMPANY 

230 Houston Street, N.£. 

Atlanta, Georgia 30303 

(812-3792) 
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NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) FOR EXEMPTION FROM ALL 
PROVISIONS OF THE ACT 


NOTICE IS HEREBY GIVEN that Urban Improvement 
Fund Limited - 1975 (the “‘Partnership”’), a California 
limited partnership, and its general partner, Interfinancial 
Real Estate Management Company (the ‘’General Part- 
ner’), a Georgia corporation (collectively referred to here- 
inafter as “ Applicants”), filed an application on April 11, 
1975, pursuant to Section 6(c) of the Investment Company 
Act of 1940 (the “‘Act’’) for an order of the Commission 
exempting the Partnership from all provisions of the Act 
and the Rules and Regulations promulgated thereunder. All 
interested persons are referred to the application on file 
with the Commission for a statement of the representations 
therein which are summarized below. 


The Partnership was formed to implement the policy of 
Title 1X of the Housing and Urban Development Act of 
1968 (“Title [X‘’) that private investors be provided a 
means and an incentive to acquire equity interests in, and 
thereby provide equity financing for, governmentally 
assisted low and moderate income housing projects. The 
Partnership will make equity investments in federal, state 
and local government assisted rental housing projects for 
families and individuals of low and moderate income. 


The Partnership has filed a registration statement under the 
Securities Act of 1933 covering the sale of up to 12,000 
“Units” at a maximum price of $1,000 per Unit. These 
interests are to be sold only to qualified investors with a 
minimum subscription of five units per investor (the 
minimum subscription may be higher in some states). The 
maximum proceeds to the Partnership from the proposed 
public offering; after deduction of brokerage commissions 
and organizational expenses, will be approximately 
$10,800,000. 


Units will be sold only to a person who represents that (1) 
he had income in the year 1974 a portion of which was 
subject to federal income taxation at a rate not less than 
50% (48% in the case of a corporation) and anticipates 
having income, for at least six years, a portion of which 
will be subject to federal income taxation at a maximum 
rate before giving effect to tax deductions resulting from 
his investments in Units; and (2) he has a net worth of at 
least $50,000 (the minimum net worth may be higher in 
some states) exclusive of home, furnishings and auto- 
mobiles. The prospectus describing the Units states that 
prospective investors should purchase Units only for long- 
term investment for tax benefits and not in anticipation of 
cash distributions or capital appreciation because (1) 
applicable legislation limits the cash return to investors in 
subsidized projects to an amount less than can be had in 
other investments, (2) the transferability of the Units is 
limited, and (3) adverse tax consequences upon the sale 
of Units are possible. 


The Partnership was organized as a limited partnership 
because its principal advantage to investors is the provision 
of losses which only a partnership can pass through to in- 
vestors as an offset against taxable income. A limited part- 
nership structure is also necessary in order to provide the 
centralization of management necessary for a publicly held 
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partnership, and to insure that public investors are protect- 
ed from personal liability for any obligations of the Part- 
nership. 


The Partnership will be controlled by its General Partner 
pursuant to the Limited Partnership Agreement. The Gen- 
eral Partner will have general responsibility for the super- 
vision of the operations of the Partnership. Partnership 
Services, Inc. (PSI), a Georgia corporation, which is a 
wholly-owned subsidiary of the General Partner’s parent, 
has contracted with the General Partner to provide certain 
services to the Partnership. Income-Equities Corporation 
(“IEC”), a California corporation, will serve as an advisor 
to the Partnership and has acted as a consultant for the 
Partnership in acquiring properties. |EC’s broker-dealer 
affiliate, Income-Equities Marketing Corporation, has 
direct responsibility for providing sales assistance to broker- 
dealers who will arrange for sale of Units. In order to pre- 
serve the limited liability of investors (the “Limited 
Partners”), the Limited Partners will not be entitled to 
participate in management. However, the Limited Partners 
will have the right to vote on amendments to the Limited 
Partnership Agreement, dissolution of the Partnership, and 
the expulsion of the General Partner and the election of a 
new General Partner. 


The Partnership will invest in governmentally assisted 
rental housing projects by becoming a limited partner in 

a subsidiary partnership (“local limited partnership”) in 
which the developer of the project or a qualified person or 
entity will be the general partner. The Local Limited Part- 
nership will acquire equity interests in individual projects. 
The ratio of mortgage debt financing to the Partnership’s 
equity interest in individual projects will be approximately 
8 to 1. The Partnership will have the right, under certain 
circumstances, to remove the general partner of the local 
limited partnership and elect affiliates of the General 
Partner, or other qualified persons as a new general partner 
of the local limited partnership. The Partnership will, always 
acquire a majority and typically a 95% interest in the local 
limited partnership. 


The Partnership will retain out of the net proceeds of the 
proposed public offering such sum as in its discretion may 
be necessary for working capital, but in no event less than 
5% of the gross proceeds. An amount equal to at least 

75% of the net proceeds will either be invested in various 
projects described in the prospectus or returned to investors 
within eighteen months of the date of termination of the 
proposed offering. The proposed offering will terminate on 
December 31, 1975, unless sooner terminated by the Gen- 
eral Partner. 


Under the California Limited Partnership Act, and under the 
terms of the Limited Partnership Agreement, the General 
Partner must act as a fiduciary toward the Partnership and 
its investors. The General Partner and its officers and 
directors will be liable to the Partnership for acts of fraud, 
willful misconduct, gross negligence or breach of its 
fiduciary duty. 


The General Partner, 1EC and their affiliates will receive 
only those fees more fully described in the prospectus as 
payment for the services they render to the Partnership. 
The General Partner will receive an initial fee equal to 


1-1/2% of the total cost (Partnership equity investment 
plus mortgage financing) of the interest in projects 
acquired. The General Partner will also receive a rent-up fee 
of $275 per dpartment unit. PS! or other affiliates will 
receive consulting and project management fees when in 
the judgment of the General Partner, the existing property 
manager of a local limited partnership is not fulfilling its 
property management commitments and the ability of the 
project to meet its financial obligations is therefore jeop- 
ardized. The General Partner will be entitled to a liquida- 
tion fee of the lesser of (i) 10% of the net proceeds to the 
Partnership from the sale of a Project, or (ii) 1% of the sales 
price including the mortgage, plus 3% of the net proceeds 
after deducting an amount sufficient to pay long-term 
capital gains taxes, if any, calculated at the maximum rate 
then in effect, provided, however, that no part of such fee 
shall accrue to or be paid unless: (a) the Limited Partners’ 
share of the proceeds has been distributed to them, (b) the 
Limited Partners shall have first received an amount equal 
to their invested capital attributable to the project sold, 
and (c) the Limited Partners have received an amount suf- 
ficient to pay federal long-term capital gains taxes from the 
sale of the project, if any, calculated at the maximum rate 
then in effect. The General Partner shall receive an annual 
management fee of 1/4 of 1% of total assets acquired, sub- 
ject to a maximum of 50% of the Partnership’s annual net 
cash flow as defined in the prospectus, but in no event less 
than a minimum per year which shall be 1% of the gross 
offering proceeds. During the first eight years, the annual 
management fee (other than the Annual Minimum) will 
accrue but will not be paid in any year unless the annual 
tax deductions plus distributions for each Unit have been 
at least equal to $450 for each such year as adjusted for 
deductions and distributions in excess of this minimum in 
the preceding and following years. 


Without conceding that the Partnership is an investment 
company, Applicants request that the Partnership be ex- 
empted from the provisions of the Act pursuant to Section 
6(c) of the Act. Section 6(c) authorizes the Commission to 
exempt any person, security, or transaction, or any class or 
classes of persons, securities, or transactions, from the pro- 
visions of the Act and Rules promulgated thereunder if and 
to the extent that such exemption is necessary or appropri- 
ate in the public interest and consistent with the protection 
of investors and the purposes fairly intended by the policy 
and provisions of the Act. 


Applicants contend that the exemption of the Partnership 
from the provisions of the Act is both necessary and ap- 
propriate in the public interest because the form of organiz- 
ation of the Partnership, i.e., a limited partnership, which 

is necessary to provide private investors with certain tax 
advantages without which investment in subsidized low and 
moderate income housing would not be attractive, is not 
compatible with the Act. For example, the Act requires 
annual approval by investors of investment advisory agree- 
ments, election of directors and other action by investors 
that might, if applicable to investors who are limited part- 
ners, cause such partners to incur general liability. 


Applicants contend that to defeat the limited partnership 
arrangement by application of the Act would be to elim- 
inate the only available means of attracting private equity 
capital into government assisted housing and would 
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frustrate the national policy declared by Congress to en- 
courage the widest possible participation by private enter- 
prise in the provision of housing for low and moderate 
income families. 


Applicants contend that the exemption would be consist- 
ent with the protection of investors and the purposes and 
policies underlying the Act because interests in the Partner- 
ship are being sold only to sophisticated investors, and also 
because the investments in which the Partnership will 
participate, and the terms under which the Partnership will 
acquire such investments, are fully stated in the prospectus 
and are not subject to the discretion of management. Furth- 
ermore, Applicants state that the Partnership’s investments 
will be governed by policies which may not be changed 
except by the vote of the holders of at least a majority of 
its outstanding interests, and that the Limited Partners in 
the Partnership will have voting rights with respect to, 
among other things, the dissolution of the Partnership, 
amendments to the Partnership’s Limited Partnership 
Agreement and the expulsion of the General Partner and 
the election of a new General Partner. 


Applicants also state that the General Partner is required, 
as a general partner of the Partnership, to act in a fiduciary 
capacity with respect to the Partnership. While the General 
Partner may cause the Partnership to enter into transac- 
tions with the General Partner, PSI, 1EC, Limited Partners 
and their affiliates, as more fully described in the pro- 
spectus and Limited Partnership Agreement, the General 
Partner may only permit the Partnership to enter into such 
transactions or agreements that are permitted by the 
Limited Partnership Agreement and that are on terms that 
are fair and at least as favorable to the Partnership as those 
available with outsiders. The Limited Partnership Agree- 
ment, among other restrictions, prohibits the Partnership 
from purchasing or leasing a project or investment if the 
General Partner, 1EC, Limited Partners or their affiliates 
(including PS!) have any interest in such project or invest- 
ment, and prohibits the Partnership from selling or leasing 
any project or investment to the General Partner, !EC, 
Limited Partners or their affiliates (including PSI). The 
General Partner, 1EC and their affiliates (including PSI) are 
prohibited from receiving any fees or commissions in con- 
nection with the purchase of projects or investments by 
the Partnership or the reinvestment of the proceeds of any 
resale, exchange or refinancing of any project. Limited 
Partners and their affiliates may receive real estate broker- 
age commissions with respect to the sale of Partnership 
projects or investments provided such commissions do not 
exceed the usual and customary brokerage commission for 
that region. Neither the General Partner, IEC, Limited 
Partners or their affiliates (including PSI) may act as a 
joint or a joint and several participant with the Partnership 
in any transactions other than as a participant in the Part- 
nership or any local limited partnership as contemplated 
by the prospectus of the proposed public offering. The 
General Partner will be liable to the Partnership and to 
third parties for breach of its fiduciary duty and will not 
be indemnified except under circumstances where the 
General Partner is successful in any proceeding against it 
or said proceeding is settled with the approval of the court 
and the court finds its conduct fairly and equitably merits 
indemnity in the amount claimed. 
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NOTICE IS FURTHER GIVEN that any interested person 
may, not later than September 4, 1975, at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature of 
his interest, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission should order 
a hearing thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon Applicants at the addresses stated above. 
Proof of such service (by affidavit, or in the case of an 
attorney-at-law, by certificate) shall be filed contemporane- 
ously with the request. As provided by Rule O-5 of the 
Rules and Regulations promulgated under the Act, an 
order disposing of the application will be issued as of 
course following September 4, 1975, unless the Commis- 
sion thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a hearing 
or advice as to whether a hearing is ordered, will receive. 
any notices or orders issued in this matter, including the 
date of the hearing (if ordered) and any postponements 
thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8891/August 14, 1975 


In the Matter of 


NATIONAL MUNICIPAL TRUST, FIRST INSURED 
DISCOUNT SERIES AND SUBSEQUENT SERIES 


c/o Thomson & McKinnon Auchincloss 
Kohimeyer Inc. 
Two Broadway 
New York, New York 10004 
(812-3800) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) FOR ORDER GRANTING EXEMPTION 
FROM SECTION 14(a) AND RULES 19b-1 AND 22c-1 


NOTICE IS HEREBY GIVEN that National Municipal 
Trust, First Insured Discount Series and Subsequent 

Series (‘Applicant’), a unit investment trust registered 
under the Investment Company Act of 1940 (“Act”), filed 
an application on April 18, 1975, pursuant to Section 6(c) 
of the Act for exemption from the provisions of Section 
14(a) of the Act and Rules 19b-1 and 22c-1 under the Act. 
All interested persons are referred to the application on 
file with the Commission for a statement of the representa- 
tions therein, which are summarized below. 


Applicant is a registered unit investment trust, organized 
u-der the laws of the State of New York. It is intended that 
the United States Trust Company of New York will act as 

















Trustee of Applicant (“Trustee”) pursuant to a trust agree- 
ment (“Trust Agreement”) between the Trustee and Thom- 
son & McKinnon Auchincloss Kohimeyer Inc. as Sponsor, 
or with additional or succeeding Sponsors (““Sponsors”’). 
Standard & Poor's Corporation will serve as Evaluator with 
respect to each Series of Applicant. 


Pursuant to the Trust Agreement for each Series of Ap- 
plicant, the Sponsors will deposit with the Trustee in excess 
of $3,000,000 principal amount of tax-free municipal 

bonds (“bonds”), which the Sponsors shall have accumu- 
lated for such purpose, and simultaneously with such 
deposit will receive from the Trustee registered certificates 
representing in excess of 3,000 units which will represent 
the entire ownership of a Series. 


For its First Insured Discount Series, Applicant proposes to 
purchase such bonds at prices which will result in the port- 
folio as a whole being purchased at a deep “‘market”’ dis- 
count and such bonds will be insured as to the payment of 
principal and interest by an independent company. Ap- 
plicant presently further proposes to offer units of its First 
Insured Discount Series for sale to the public separately or, 
at reduced sales charges, on an underwritten basis in con- 
junction with shares of American Mutual Fund, Inc., a 
registered open-end management company. For these pur- 
poses a registration statement under the Securities Act of 
1933 has been filed and an application for exemption from 
the provisions of Section 22(d) of the Act has also been 
filed. Since the Trust Agreement does not provide for the 
issuance of additional units after the initial offering of a 
series, the proceeds of bonds which may be sold, redeemed 
or which mature will be distributed to unitholders. While 
the Sponsors are not obligated to do so, it is their present 
intention to maintain a secondary market for units of the 
Applicant and continuously to offer to purchase such units 
at prices in excess of the redemption price, as set forth in 
the Trust Agreement. 


Section 14(a) 


Section 14(a) of the Act, in substance, provides that no 
registered investment company and no principal under- 
writer for such a company shall make a public offering of 
securities of which such company is the issuer unless (1) 
the company has a net worth of at least $100,000; (2) at 
the time of a previous public offering it had a net worth of 
$100,000; or (3) provision is made that a net worth of 
$100,000 will be obtained from not more than twenty-five 
responsible persons within ninety days, or the entire pro- 
ceeds received, including sales charge, will be refunded. 


Applicant asserts that Section 14(a) of the Act is intended 
to limit the formation of undercapitalized investment 
companies. Applicant states that it is intended that each 
Series, at the date of deposit and before any unit is offered 
to the public, will have a net worth far in excess of 
$100,000, that the Sponsors intend to sell all units to the 
public at offering prices disclosed in the registration state- 
ment for such Series, that it is intended that a secondary 
market for the units be maintained, and that interest rates 
and other applicable information concerning the underly- 
ing bonds will be disclosed in the Prospectus. 


The Sponsors have agreed to the requested exemption be- 


ing subject to the condition that they will refund, on 
demand and without deduction, all sales charges paid by 
purchasers of- Units in the initial public offering of a series 
if, within 90 days from the time that the Registration 
Statement relating to such Series becomes effective, either 
(i) the net worth of such Series shall be reduced to less 
than $100,000, or (ii) such Fund shall have been termin- 
ated. The Sponsors have further agreed to instruct the 
Trustee on the date of deposit of each Series that in the 
event that redemption by the Sponsors of units constitut- 
ing a part of the unsold units shall result in that Series hav- 
ing a net worth of less than $2,000,000, the Trustee shall 
terminate the Series in the manner provided in the Trust 
Agreement and distribute any municipal bonds or other 
assets deposited with the Trustee pursuant to the Trust 
Agreement as provided therein. 


Rule 19b-1 


Rule 19b-1(b) provides, in part, that no registered invest- 
ment company which is not a “regulated investment com- 
pany” as defined in Section 851 of the Internal Revenue 
Code shall make more than one distribution of long-term 
capital gains in any one taxable year of such investment 
company. 


Applicant proposes to make monthly distributions of 
principal and interest to unitholders of a Series. Distribu- 
tions of principal constituting capital gains to unitholders 
may arise in two instances: (1) if an issuing authority calls 
or redeems an issue held in the portfolio, the sums received 
by Applicant will be distributed to unitholders on the next 
distribution date; and (2) if bonds are sold in order to pro- 
vide funds necessary to meet redemptions. 


Applicant states that the dangers against which Rule 19b-1 
is intended to guard will not exist in connection with any 
Series of Applicant, since neither Applicant nor the 
Sponsors have control over the events which could trigger 
capital gains. Applicant seeks to make a combined distribu- 
tion of principal, including capital gains, and interest each 
month, and states that any capital gains in such distribu- 
tion will be clearly indicated as such in accompanying 
reports to unitholders. In addition, it is alleged that the 
amounts involved in a normal distribution of principal will 
be relatively smali in comparison to the normal interest 
distribution. 


Paragraph (b) of Rule 19b-1 provides that a unit invest- 
ment trust may distribute capital gain dividends received 
from a “regulated investment company” within a reason- 
able time after receipt. Applicant states that the purpose 
behind such provision is to avoid forcing unit investment 
trusts to accumulate valid distributions received through- 
out the year and distribute them only at year end. Ap- 
plicant further alleges that its situation places it squarely 
within the purpose of such provision. However, in order to 
comply with the literal requirements of the Rule, Applicant 
would be forced to hold any monies which would con- 
stitute capital gains upon distribution until the end of its 
taxable year. Applicant contends that such a practice 
would clearly be to the detriment of the unitholders. 


Rule 22c-1 
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Rule 22d-1 provides, in part, that redeemable securities of 
registered investment companies may be sold, redeemed, or 
repurchased at a price based on the current net asset value 
(computed on each day during which the New York Stock 
Exchange is open for trading not less frequently than once 
daily as of the time of the close of trading on such’ Ex- 
change) which is next computed after receipt of a tender 
of such security for redemption or of an order to purchase 
or sell such security. 


Applicant states that the Rule has two purposes: (1) to 
eliminate or to reduce any dilution of the value of out- 
standing redeemable securities of registered investment 
companies which would occur through the redemption or 
repurchase of such securities at a price above their net asset 
value or the sale of such securities at a price based on a 
previously established net asset value which would permit 
a potential investor to take advantage of an upswing in the 
market and the accompanying increase in the net asset 
value of the securities; and (2) to minimize speculative 
trading practices in the securities of registered investment 
companies. 


Applicant represents that the Sponsors, while not obligated 
to do so, intend to maintain a market for the units and 
continuously to offer to purchase units at prices in excess 
of redemption prices. For purposes of the secondary 
market transactions, an evaluation will only be made once 
each week. 


Applicant asserts that the pricing of units by the Sponsors 
in the secondary market in no way affects the assets of 
Applicant, i.e., the underlying bonds. Finally, because of 
the nature of the bonds in the portfolio, price changes are 
limited. Thus the movement in the municipal bond market 
is not sufficient to make speculation in an interest in a 
group of bonds ordinarily profitable. 


Applicant asserts that public unit holders benefit from the 
Sponsors’ pricing procedure in the secondary market, since 
they receive a normally higher repurchase price for their 
units without the cost burden of daily evaluations of the 
unit redemption value. Moreover, the application states 
that the Sponsors have undertaken to adopt a procedure 
whereby the Evaluator, without a formal evaluation, will 
provide the Sponsors with estimated evaluations on trading 
days. In the case of a repurchase, if the Evaluator cannot 
state that the previous Friday’s price is at least equal to the 
current bid price, the Sponsors will order a full evaluation. 
In case of resale, if the Evaluator cannot state that the 
previous Friday’s price is no more than one-half point 
($5.00 per $1,000.00 principal amount of underlying 
bonds) greater than the current offering price, a full evalua- 
tion will be ordered. 


Section 6(c) of the Act provides, in part, that the Commis- 
sion may conditionally or unconditionally exempt any per- 
son, security, or transaction, or any class or classes of per- 
sons, securities, or transactions from any provisions of the 
Act or of any rule or regulation under the Act, if and to 
the extent such exemption is necessary or appropriate in 
the public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. 
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NOTICE IS FURTHER GIVEN that any interested person 
may, not later than September 9, 1975 at 5:30 p.m., sub- 
mit to the Commission in writing a request for hearing on 
the matter accompanied by a statement as to the nature of 
his interest, the reason for such request and the issues of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be served 
personally or by mail (air mail if the person being served is 
located more than 500 miles from the point of mailing) 
upon Applicant at the address stated above. Proof of such 
service (by affidavit or in case of an attorney at law, by 
certificate) shall be filed contemporaneously with the 
request. At any time after said date, as provided by Rule 
O-5 of the Rules and Regulations promulgated under the 
Act, an order disposing of the application herein may be 
issued by the Commission upon the basis of the informa- 
tion stated in said application, unless an order for hearing 
upon said application shall be issued upon request or upon 
the Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, will 
receive any notices and orders issued in this matter, includ- 
ing the date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8892/August 14, 1975 


In the Matter of 


CONNECTICUT GENERAL LIFE INSURANCE 
COMPANY 

CG VARIABLE ANNUITY ACCOUNT | 

CG VARIABLE ANNUITY ACCOUNT II 

COMPANION FUND, INC. 

COMPANION INCOME FUND, INC. 


and 


CG EQUITY SALES COMPANY 
Hartford, Connecticut 06152 
(812-3803) 


ORDER PURSUANT TO SECTION 11 OF THE ACT 
PERMITTING OFFERS OF EXCHANGE AND PUR- 
SUANT TO SECTION 6(c) OF THE ACT EXEMPTING 
APPLICANTS FROM SECTIONS 12(d)(1) AND 22(d) 
OF THE ACT. 


Connecticut General Life Insurance Company (“CG Life”), 
a Connecticut stock life insurance company, CG Variable 
Annuity Account | (““VAA-I’’) and CG Variable Annuity 
Account II (“VAA-I1"’), separate accounts of CG Life reg- 
istered under the Investment Company Act of 1940 (the 
“Act’’) as unit investment trusts, Companion Fund, Inc., 























and Companion Income Fund, Inc. (the “Funds’’), both 
open-end management investment companies registered 
under the Act, and CG Equity Sales Company (“Equity 
Sales’), the principal underwriter of VAA-I and VAA-II 
and a wholly-owned subsidiary of Connecticut General 
insurance Corporation, the parent corporation of CG Life 
(collectively referred to as ‘“Applicants’’), filed an applica- 
tion on April 30, 1975 and an amendment thereto on July 
7, 1975, pursuant to Section 11 of the Act, for an order 
approving certain offers of exchange and pursuant to Sec- 
tion 6(c) of the Act for an order of exemption from Sec- 
tions 12(d)(1) and 22(d) of the Act. 


On July 18, 1975 a notice was issued of the filing of said 
application (Investment Company Act Release No. 8858). 
The notice gave interested persons an opportunity to re- 
quest a hearing and state that an order disposing of the 
application might be issued upon the basis of the informa- 
tion stated therein unless a hearing should be ordered. No 
request for a hearing has been filed and the Commission 
has not ordered a hearing. 


The matter has been considered and it has been found that 
the granting of the requested order and exemptions are 
appropriate in the public interest and consistent with the 
protection of investors and the purposes fairly intended by 
the policy and provisions of the Act. Accordingly, 


IT iS ORDERED, pursuant to Section 11 of the Act, that 
the proposed exchange offers are approved, and, pursuant 
to Section 6(c) of the Act, that the application for exemp- 
tion from the provisions of Sections 12(d)(1) and 22(d) of 
the Act, be, and hereby is, granted effective forthwith. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8893/August 14, 1975 


SEE SECURITIES EXCHANGE ACT Release No. 11593/ 
August 14, 1975. 
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INVESTMENT ADVISERS ACT OF 1940 
Release No. 468/August 8, 1975 


SEE SECURITIES ACT Release No. 5604/August 8, 1975. 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 469/August 8, 1975 


SEE SECURITIES ACT Release No. 5605/August 8, 1975. 








LITIGATION 





Litigation Release No. 7034/August 8, 1975 


SEC v. NJB Prime Investors 
D.D.C. Civil Action No. 75-0541 


The Securities and Exchange Commission (“Commission”) 
announced that on July 25, 1975, U.S. District Court 
Judge Oliver J. Gasch filed a Final Judgment by consent 
enjoining NJB Prime Investors (‘“NJB’’), a Massachusetts 
real estate investment trust, for a period of twenty-five 
years from the date of the Final Judgment from failing to 
timely file in proper form current and periodic reports in 
contravention of Section 13(a) of the Securities Exchange 
Act of 1934 (“Exchange Act”) and the rules and regula- 
tions thereunder. This injunction may be dissolved or 
modified by this Court on defendant's application, with 
notice to plaintiff Commission, upon a proper showing and 
upon a demonstration to the satisfaction of the Court that 
NJB has for five full years from the effective date of the 
Final Judgment filed timely and properly the annual and 
other periodic and current reports required by the Final 
Judgment. 


The Commission suspended over-the-counter and exchange 
trading in the securities of NJB for one ten-day period 
beginning on March 20, 1975 due to defendant's failure to 
comply with the reporting provisions of the Exchange Act 
and advised brokers and dealers that quotations in the 
securities of NJB subsequent to such trading suspension 
would be subject to the provisions of Rule 15c2-11 promul- 
gated under Section 15(c)(2) of the Exchange Act. 





Litigation Release No. 7035/August 8, 1975 


SEC v. BULL INVESTMENT GROUP, INC., et al. 
(U.S.D.C., Mass) 


The Boston and Washington Regional Offices today jointly 
announced that on July 22, 1975 the Honorable Bailey 
Aldrick, Senior Circuit Judge signed a decree permanently 
enjoining Bull Investment Group, Ronald Kimball, Richard 
G. Grondin and Richard F. Tosti from violating the reg- 
istration and anti-fraud provisions of the federal securities 
laws. 


The defendants had been engaged in a pyramid marketing 
scheme until the entry of a preliminary injunction on 
March 11, 1975. The permanent injunction followed a de- 
fault judgment entered against Bull, Kimball, Grondin and 
Tosti on July 2, 1975 in response to the Commission's 
Motion For Default Judgment grounded on the defendants 
failure to comply with court orders. 


The action is still pending against Golden Book of Values, 
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Inc., now doing business as American Value Club, and its 
President, James Sanford. Both continue to be subject to 
the March 11, 1975 preliminary injunction, and subsequent 
orders. 


For further information with respect to this matter, see 
Litigation Releases Nos. 6676 and 6813. 





Litigation Release No. 7036/August 8, 1975 


SEC v. VIP Club, et al. 
(USDC, E.D. Va., Alex. Div., Civil Action No. 75-572A 


Paul F. Leonard, Administrator of the Washington Regional 
Office, announced that on August 8, 1975, a complaint was 
filed in the U.S. District Court in Alexandria, Virginia seek- 
ing to enjoin VIP Club, Intermediary Associates, and Harold 
F. Kenny, all of Arlington, Virginia from violations of the 
registration and anti-fraud provisions of the Securities Act 
of 1933 and the Securities Exchange Act of 1934 and VIP 
Club, from violations of the registration provisions of the 
Investment Company Act of 1940. 


The Commission alleged in its complaint that the defend- 
ants violated the registration provisions of the federal 
securities laws in that defendants have been offering for 
sale and selling securities, namely investment contracts, 
certificates of interest or participation in profit-sharing 
agreements and instruments commonly known as securities 
in the form of participations in certificates of deposit when 
no registration statement has been filed or is in effect with 
the Commission with respect to such securities. In addi- 
tion, the Commission alleges in its complaint anti-fraud 
violations of the federal securities laws in that defendants 
made untrue statements of material facts, namely that the 
Internal Revenue Service (IRS) and the Social Security 
Administration (SSA) would consider the interest earned 
from the certificates of deposit “self employment” income 
which would enable present and former federal government 
employees to receive Social Security income credit, and 
omitted to state material facts including that defendants 
did not have an opinion of counsel or a private ruling from 
the Federal Deposit Insurance Corporation that each 
investor's share in a certificate of deposit would be insured; 
that defendants did not have an opinion of counsel or a 
private ruling from the IRS or the SSA that interest earned 
from the certificates of deposit would be self employment 
income qualifying for Social Security income credit; that 
defendants had been apprised by the IRS and the SSA that 
such interest would not be considered self employment 
income and would not qualify for Social Security income 
credit. 


Defendant VIP Club is charged with violating the registra- 
tion provisions of the Investment Company Act of 1940 in 
that VIP Club offered for sale and sold the securities 
named above when no registration as an investment com- 
pany had been filed or was in effect with the Commission. 








Litigation Release No. 7037/August 11, 1975 
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S.E.C. v. C.l. OREN & CO., INC., et al. 


William D. Moran, Administrator of the New York Regional 
Office of the Securities and Exchange Commission an- 
nounced that on July 15, 1975, Judge William C. Conner, 
United States District Judge for the Southern District of 
New York, signed a Consent Judgment of Permanent In- 
junction against Irving Orenstein enjoining him from furth- 
er violations of the Commission’s Net Capital and Book- 
keeping Rules under the Securities Exchange Act of 1934. 
Orenstein consented to the Injunction without admitting or 
denying the substantive allegations of the Commission's 
Complaint. 


Orenstein was the president of C.1. Oren & Co., Inc., a reg- 
istered broker-dealer, against whom a Complaint was filed 
on October 13, 1972. The Complaint also named C. I. 
Oren and William Rodman both of whom have been previ- 
ously enjoined in this matter. On that same date the 
Securities Investor Protection Corp. (“SIPC”) filed an 
application charging that the customers of C.1. Oren were 
in need of the protection afforded under the Securities 
Investor Protection Act of 1970 and also requested the 
appointment of a trustee pursuant to said Act. On October 
26, 1972, the Court appointed a SIPC trustee who is pres- 
ently involved in the liquidation of tie firm. 


For further information see Litigation Release Nos. 5598 
and 5635. 





Litigation Release No. 7038/August 12, 1975 


U.S. v. THOMAS F. CLENDENIN 
(USDC, D.C., Criminal No. 75-543) 


Earl J. Silbert, United States Attorney for the District of 
Columbia, and Paul F. Leonard, Administrator of the 
Washington Regional Office, announced that on August 6, 
1975, a federal grand jury sitting in the District of Columbia 
returned a 59 count indictment against Thomas Fauntleroy 
Clendenin of Silver Spring, Maryland, charging him with 

6 counts of offering and selling unregistered securities in 
the form of Clendenin Corporation series B common stock, 
5 counts of acting as an unregistered investment adviser, 1 
count of making false statements in connection with the 
withdrawal of Clendenin Corporation’s investment adviser 
registration, 9 counts of interstate transportation of stolen 
securities, 7 counts of mail fraud, 29 counts of wire fraud, 
and 2 counts of uttering and publishing forged documents. 


The indictment specifically charges Clendenin with mis- 
handling of the accounts of 31 clients and converting their 
funds to his own use and to the use of his companies, and 
with complex schemes to cover up his alleged fraud by 
manipulating funds under his control. 


Clendenin is being held in lieu of $500,000 bond following 
his arrest on June 26, 1975. 


For further information see Litigation Releases Nos. 6458, 
6515 and 6976. 
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Litigation Release No. 7039/August 12, 1975 


SEC v. United Communities’ Corp. and Alexander L. 
Guterma (District of Columbia Civil Action No. 75-0865) 


The Securities and Exchange Commission (““Commission”’) 
announced that on July 28, 1975, Judge Aubrey E. Robin- 
son filed a final Order in the U.S. District Court for the 
District of Columbia permanently enjoining United Com- 
munities’ Corp. (“United”), Boca Raton, Florida, and its 
former chief executive officer, Alexander L. Guterma, 
from failing to file with the Commission timely and proper 
periodic and current reports in contravention of Section 
13(a) of the Securities Exchange Act of 1934 (“Exchange 
Act’) and the rules thereunder. 


The Order provides inter alia, that United shall take all 
steps necessary to file with the Commission at the earliest 
possible time, but no later than August 25, 1975, an an- 
nual report on Form 10-K for the fiscal year ended Decem- 
ber 31, 1974, which shall contain audited financials and 

an “accountant’s report”. 


The Order also requires United to file on or before August 
25, 1975 delinquent quarterly reports on Form 10-O for 
its fiscal quarters ended March 31, 1975 and June 30, 
1975. 


The common stock of United is traded over-the-counter 
and was suspended from trading by the Commission for a 
10-day period commencing April 8, 1975 due to United’s 
failure to comply with the reporting provisions of the Ex- 
change Act resulting in the lack of current, complete and 
accurate information available to the public. 





Litigation Release No. 7040/August 12, 1975 
SEC v. Westinghouse Electric Corporation 


The Division of Enforcement and William D. Moran, Re- 
gional Administrator of the New York Regional Office, 
today announced the filing of an injunctive action in the 
United States District Court for the Southern District of 
New York against Westinghouse Electric Corporation 
(“Westinghouse”) for violation of Section 10(b) of the 
Securities Exchange Act of 1934 and Rule 10b-5 there- 
under (anti-fraud provisions). 


The Complaint charges Westinghouse with issuing false and 
misleading press releases, public announcements and state- 
ments on August 5 and 7, 1974 and failing to correct a 
prior press release, public announcement and statement of 
June 5, 1974 which became inaccurate as a result of sub- 
sequent events concerning Westinghouse’s major appliance 
division. The Complaint also charges Westinghouse with 
purchasing from December 13 through December 20, 
1974, 100,000 shares of its common stock while such 

false and misleading and uncorrected press releases, public 
announcements and statements were outstanding and while 
the officer in charge of supervising Westinghouse’s em- 
ployee stock purchase plans was in possession of and with- 
out prior disclosure of material non-public information 
concerning its major appliance division. 


The Complaint seeks, in addition to enjoining Westing- 
house from future violations of Section 10(b) and Rule 
10b-5, an order directing Westinghouse to adopt proced- 
ures to assure the accuracy of all public announcements, 
press releases and statements and to prevent violations of 
the federal securities laws in connection with their issuance 
and in connection with transactions by Westinghouse in its 
stock. 





Litigation Release No. 7041/August 13, 1975 


SEC v. National Farmers Organization, inc. et al. 
(S. D. lowa, Consolidated Civil Action Nos. 74-162-1, 
74-241-1) 


William D. Goldsberry, Administrator of the Chicago 
Regional Office of the Securities and Exchange Commis- 
sion, announced the following developments in the subject 
actions: 


On June 24, 1974 the Commission filed suit in the South- 
ern District of lowa against National Farmers Organiza- 
tion, inc. (NFO). This complaint charged the defendant 
with violations of the anti-fraud provisions of the Federal 
securities laws in connection with the public sale of 
promissory notes. This complaint sought an injunction 
against the defendant and the appointment of a special 
counsel for the defendant. 


On September 9, 1974 the Commission filed a second com- 
plaint against defendant National Farmers Organization, 
Inc. This complaint also named NFO Members’ Custodial 
Account, an Express Trust (NFO Trust) and the trustees 

of NFO Trust as defendants. This complaint charged the 
defendants with violations of the anti-fraud provisions of 
the Federal securities laws in connection with the offer and 
sale of certain securities, namely, evidences of indebted- 
ness. The complaint sought an injunction against the de- 
fendants and the appointment of a receiver for defendants 
NFO and NFO Trust. 


On September 18, 1974 the Commission entered into a 
Court approved stipulation with defendant National 
Farmers Organization, Inc. which provided that without 
admitting or denying the allegations of the Commission’s 
complaint, National Farmers Organization, Inc. would not 
offer or sell any securities, including promissory notes of 
National Farmers Organization, Inc. in violation of the 
anti-fraud provisions of the Federal securities laws. The 
stipulation provides that it shall remain in effect during the 
pendency of the action or until further order of the Court. 


On May 30, 1975 the Commission filed a motion request- 
ing a receiver for NFO and NFO Trust. This request was 
based on {a) the Ernst & Ernst audit of NFO Trust which 
showed that as of August 5, 1974, that entity had a de- 
ficit balance owed to beneficiaries in the amount of 
$16,316, 144.41; and (b) financial information which 
showed that NFO’s liabilities exceeded its assets and 
NFO’s cash position had steadily eroded since September 
30, 1974. A hearing on this motion was held on July 22, 
1975. 
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On July 25, 1975 an order was entered denying the Com- 
mission’s motion for the appointment of a receiver on the 
following conditions: 





1. That NFO and NFO Trust employ Ernst & Ernst to 
establish an adequate set of financial records and account- 
ing system in accordance with generally accepted account- 
ing principles. 




























2. That NFO and NFO Trust thereafter employ, subject to 
the approval of the Court, an independent accountant or 
accounting firm to keep the financial books and records 
of NFO and NFO Trust. 


3. That monthly financial statements be filed with the 
Court, by the 10th day of each month, indicating the 
financial condition of NFO and NFO Trust at the close of 
the preceding month. The first statements shall be filed by 
the 10th day of October, 1975, reporting the financial con- 
dition of NFO and NFO Trust as of September 30, 1975. 


The Court further ordered that ruling upon a motion of 
NFO Trust for distribution of funds should be withheld 
until such financial report is filed, unless the Commission 
and NFO and NFO Trust can agree upon an earlier distribu- 
tion. The Court held that it was not wholly satisfied at this 
time that the possible effect of conditional partial distribu- 
tion is in the best interests of NFO Trust. 


Finally, the Court held that the decision which it reached 
denying the Commission’s motion for the appointment of 

a receiver should not be deemed as prejudicing the Com- 
mission’s right to seek the same as a related remedy, should 
NFO fail to comply with the Court’s order or should NFO’s 
financial circumstances decline drastically in the future. 


For further information, see Litigation Releases 6410, 
6427 and 6518. 
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TRUST INDENTURE ACT OF 1939 
Release No. 405/August 8, 1975 


SEE SECURITIES ACT Release No. 5604/August 8, 1975. 





TRUST INDENTURE ACT OF 1939 
Release No. 406/August 8, 1975 


SEE SECURITIES ACT Release No. 5605/August 8, 1975. 
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Release No. 315/July 30, 1975 


UNITED STATES DISTRICT COURT FOR THE 
DISTRICT OF NEW JERSEY 


In the Matter of 
IMPERIAL ‘400’ NATIONAL, INC., et al. 


IN THE PROCEEDINGS FOR THE REORGANIZATION 
OF A CORPORATION UNDER CHAPTER X OF THE 
BANKRUPTCY ACT 

No. 656-65 


THIRD SUPPLEMENTAL ADVISORY REPORT OF THE 
SECURITIES AND EXCHANGE COMMISSION ON 
PROPOSED PLANS OF REORGANIZATION 


|. Introductory Statement 


Our earlier reports dealt with seven plans of reorganiza- 
tion. 1/ In our second supplemental report we indicated 
that the plan proposed by Schiavone Construction Co., Inc., 
had been amended so as to make it fair and equitable and 
feasible. The court approved this plan but it was not 
accepted by the requisite majorities. On November 8, 1974, 
the court declined to confirm this plan, and it has been 
abandoned. 


Early in March of 1975, a new internal plan of reorganiza- 
tion (“plan’’) was filed. It was proposed by the trustee, the 
General Unsecured Creditors Committee and Continana 
Corporation, a stockholder. After a hearing on April 8, 
1975, the plan was referred to us for examination and 
report. 2/ 


We conclude that the plan is not fair and equitable, nor is 
it feasible. We will later in this report propose certain 
amendments in the hope of expediting this long pending 
reorganization proceeding. 3/ The need for expedition does 
not justify departure from proper standards. 4/ 


II. Present Status of the Estate 


Imperial, its financial history and the events which led to 
the filing of its Chapter X petition were fully described in 
our earlier reports. At December 31, 1974, the Imperial 
chain consisted of 91 motels: 32 were wholly owned; 52 
were co-owned with managing partners; 1 was wholly 
owned but leased to a third party. Six motels were owned 
by third parties and operated under Imperial franchise. In 
1975, Imperial sold its interest in three co-owned motels 
and purchased co-owner interests in three other motels. 


The financial results of the trustee’s operations are shown 
in Table | below. 





Table | 
Income (Loss) Before 
Calendar Income Taxes & Extra- 
Year Ended ordinary Items and 
December 31 Gross Revenues Interest on Claims 
1966 a/ $10,204,700 $ (84,333) 
1967 a/ 11,216,900 71,821 
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1968 12,227,400 276,255 


1969 12,701,600 682,361 
1970 12,596,400 896,478 
1971 11,965,300 903,211 
1972 11,843,400 1,052,544 
1973 12,157,000 1,041,027 
1974 12,043,000 757,490 


a/ Unaudited; all other years are audited 





about $389,000 per annum. This Court determined that 
interest on pre-Chapter X claims to the date of confirma- 
tion of a plan was to be allowed at the contractual rate. 
Other unsecured claims, which principally are trade liabili- 
ties, bearing no contractual rate of interest, have been 
allowed at principal plus 7% in interest. (/n re Imperial 
‘400’ National, Inc., 374 F. Supp. 949, 953-54).) 


Income taxes were insignificant because of a tax loss carry Table !1 summarizes the audited consolidated balance 
forward. Extraordinary items were also minor in all years sheets, including the partnerships, for the calendar years 
except 1972. Interest on pre-Chapter X claims amounts to 1972-1974, inclusive. 


Table I/ 
- 000 omitted - 


Cash and marketable securities 

Notes and accounts receivable a/ 
Current assets 

Properties and equipment b/ 

Deposits and prepayments 

Accounts receivable - noncurrent a/ 


Organization 
Assets 


Current accounts payable and accrued expenses 
Notes payable by trustee c/ 

Mortgages and contracts payable c/ 

Co-owners’ equity in partnerships 


Obligations not affected by plan 

Claims payable and accrued interest d/ 

6.6% preferred stock 1,452 shares 

Common stock and paid in surplus, less treasury stock 
(837,722 shares) 

Retained earnings (deficit) 


Liabilities and Equity d/ 


a/ Allowance for doubtful accounts deducted 

b/ Net of accumulated depreciation. 
The unamortized write-up on jointly owned motels has been netted 
against the related deferred income 

c/ Current portion includes: 
Notes 
Mortgages and contracts payable 

d/ Includes interest on claims of 
This accrual was omitted from audited statements for 1972 and 
prior years but identified in our previous reports. 


December 31 
1972 1973 
$ 2,599 $ 3,079 
529 454 
$ 3,128 $ 3,533 
18,037 17,392 
222 287 
97 81 
436 419 
$21,920 $21,712 
$ 815 $ 758 
457 516 
10,022 8,799 
2,612 2,639 
$13,906 $12,712 
8,801 9,198 
145 145 
749 749 
(1,681) (1,093) 
$21,920 $21,712 
$ 255 $ 30 
16,679 18,094 
78 81 
1,235 1,276 
2,914 3,298 


1974 


$ 3,555 
477 

$ 4,032 
16,397 
211 

110 

462 


$21,212 


$ 790 
467 
7,510 
2,688 


$11,455 
9,638 
145 


749 
(775) 


$21,212 


$ 37 
19,427 


49 
1,332 
3,714 


Mortgages on three motels were paid in full as of December _perial’s share of the entire mortgage debt (including the 


31, 1974; the others are being paid currently. The notes trustee’s obligations to co-owners) to be assumed by the re- 
payable consist primarily of $467,000 of installment notes | organized company was $6.3 million at December 31, 1974. 
issued by the trustee for the acquisition of co-owners’ About $1.3 million will be paid in 1975, of which over $1 
interests. At December 31, 1974, the total unpaid princi- million would apply to Imperial’s share of mortage in- 


pal balance due on the mortgages and to co-owners for the § debtedness. 
purchase of their interests was approximately $8 million. 


The co-owners’ share of the partnership mortgage debt Substantially all of the claims have been settled, and 


approximated $1.7 million at the end of 1974. Hence, Im- | amounted to about $9.6 million, with interest, at Decem- 


ber 31, 1974, as shown in Table III. 
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Class 











































7(a) Unsecured notes 
General Tire pension funds 
Union Bank 
Individuals (4) 


Total 
7(b) General Unsecured claims 
8 6-1/2% subordinated debentures 


Total unsecured debt 


Under the indenture, the debentures, designated in the 

plan as Class 8, are subordinated only to the unsecured 
notes. The general unsecured claims (Class 7(b) ) are not 
subordinated and they rank on parity with the notes 

(Class 7(a) ) and the debentures. The effect of the sub- 
ordination upon the distribution is fully discussed in our 
first supplemental report and in the decision of this Court.5/ 


Imperial has outstanding 1,452 shares of 6.6% preferred 
stock, par value of $100 per share and a liquidation prefer- 
ence of like amount plus accrued dividends. It also has 
outstanding 837,722 shares of common stock. 


There will be considerably more excess cash at the end of 
1975 than existed as of December 31, 1972, the last date 
that excess cash was estimated for purposes of evaluation. 
In our earlier reports we added to the value of the business 
$600,000 for cash in excess of working capital require- 
ments. 


For purposes of analyzing cash requirements, the whole 
enterprise, including the co-owners’ portion, must be con- 
sidered since the co-owners share in working capital, 
capital improvement and mortgage payment requirements. 
Based on the trustee’s 1975 forecast, 6/ which differs only 
slightly from the 1974 experience, the cash flow of the 
chain in 1975 should be: 


Table 1V 
- 000 omitted - 
Operating revenue $11,800 
Other income 276 
$12,076 
Operating Expenses $8,461 
General and administrative 
expense 525 
Income tax 25 
Interest motel debt 466 9,477 


Income before depreciation, co- 
owners’ share and interest on 
claims $ 2,599 
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Table I/1 


- 000 omitted - 








Total, including accrual 


Allowed Annual 12/31/74 
claim interest Per audit a/ 


$1,494,832 $ 89,689 $ 2,354 


447,340 26,840 704 
61,389 3,560 96 
$2,003,560 $120,089 $ 3,154 
2,926,592 204,861 4,871 
994,000 64,610 1,613 


$5,924,152 $389,560 $ 9,638 


Mortgage payments, including co- 


owners’ share 1,300 
Capital improvements 390 
Co-owners’ share of income a/ 460 

Cash available 


Cash 12/31/74 b/ 
Projected cash December 31, 1975 


from June 3, 1965 





10/1/74 
Per plan 


$ 3,093 
4,798 
1,597 


$ 9,488 


a/ _ In addition to the accrual of interest during the last quarter of 1974, accrued interest or unsecured notes was 
adjusted upward by about another $30,000 and about $24,000 of general claims were allowed. 


9,150 
$ 449 
3,555 
$ 4,004 


a/ Trustee's estimate of $924,000 minus $364,000 of co- 
owners’ depreciation and $100,000 of co-owners’ interest 


included therein. 


b/ The $2,735, 177.62 balance at April 7, 1975, in Ex T-6 


is the “home office” balance, excluding the 


individual 


motel accounts. Such accounts, in the amount of $779,746, 
are included in the December 31, 1974, audit balance 


shown above. Our provision of $1.1 million 


for working 


capital includes this $800,000 of motel accounts in addi- 
tion to the $300,000 of home office funds which the 


trustee stated are required. 


It should be noted that, in addition to this cash, the con- 
solidated statement of changes in financial position for 
1974 shows that the following major capital changes 


occureeed: 
Table V 
- 000 omitted - 
Funds 
applied 
Reduction in long-term debt $1,295 
Depreciation accrued 
Purchase of motel properties and 
equipment 469 
Co-owners’ income $456 
Less distributions (418) 
$1,764 


Funds 
provided 


$1,365 
66 


38 
$1,469 


A net of approximately $300,000 in cash, in excess of de- 
preciation allowance, was thus invested in the business in 


1974. 
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Motel operations require cash working capital estimated at 
$1.1 million, including the co-owners’ share, so about $2.9 
million should be available for allowances and distribution 
to creditors. The plan implictly reserves $1.4 million for 
compensation and expenses, leaving $1.5 million of excess 
cash for distribution to creditors. 


tl. Summary of Plan 


The plan provides for an internal reorganization of Im- 
perial. The reorganized company will assume, without 
change, the mortgage debt, including the notes issued by 
the trustee to acquire co-owners’ interests in certain motels 
and the current liabilities incurred in the trustee’s opera- 


tions. Reorganized Imperial, as partner, will remain liable 
in full for the mortgages (about $8 million at the end of 
1974), but it is entitled to exoneration from the co- 
owners’ share of partnership income before depreciation, 
or about 21% thereof ($1.7 million). Imperial’s net liability 
would be about $6.3 million. 


The plan provides for the distribution of $1.5 million in 
cash; $4.5 million in notes (two series) and approximately 
1 million shares of common stock to unsecured creditors, 
based on the amount of claims with interest accrued to 
October 1, 1974, and to stockholders. The proposed dis- 
tribution are shown in Table V1: 





Table VI 
- 000 omitted - 
Claim New a/ 
10/1/74 Class Cash Notes Shares % of shares 
$3,093 Notes (7(a) } $ 726 $2,367 Series A - 
4,798 General (7(b) ) 774 2,133 Series B 389 39.0 
1,597 Debentures (8) 351 35.2 
$9,488 $1,500 $4,500 740 74.2 
1,452 shs. Preferred (9) 48 4.8 
837,722 shs. Common (10) - - 209 21.0 
$1,500 $4,500 997 100.0 
Class Approximate distribution per $1,000 of Claim or per old share 
Notes Amount a/ 
Notes $234.87 $765.13 Series A - 
General claims 161.22 444.56 Series B 81 $ 396.09 
Debentures 220 1,075.80 
Preferred (per share) 33 161.37 
Common (per share 1/4 1.22 


a/ Atavalue of $4.89 per share. 


An amendment to the plan provides that interest accrued 
between October 1, 1974, and confirmation would be 
represented by additional Series A notes for Class 7(a) and 
by additional stock for Class 7(b). The plan definition of 
“final claim’’ would similarly allocate additional stock to 
Class 8 subordinated debenture claims. 


The two series of notes proposed for Class 7(a) and Class 
7(b) creditors, respectively, are entirely different securities. 
Series A notes must be paid in the first 5 years at not less 
than 20% of their principal amount each year, with no 
interest. Series B notes, bearing 6% interest, are subordin- 
ate to the Series A notes. No principal or interest is to be 
paid on Series B notes until all of the Series A notes have 
been retired. They will be a third lien, junior to the existing 
Mortgages and to the Series A notes, on foreclosure or 
liquidation. The plan prohibits payment of dividends or 
repurchase of stock as long as any Series A or B notes are 
outstanding. 


Interest on the Series B notes will accumulate while the 
Series A notes are being discharged, so 130% of the 
principal amount of the notes would be owed at the end of 
the 5 years scheduled for Series A note retirement. This 
amount, principal and interest, is to be paid in five equal 


installments, or 26% of the principal amount each year, 
during the 6th to 10th years after confirmation. Six per- 
cent interest on the unpaid principal of the Series B notes 
would continue to accumulate during this second 5-year 
term and, if there is no prepayment, will amount to about 
18% of the principal, which is to be paid in the eleventh 
year. 


The plan requires an increase in the minimum annual pay- 
ment based on the reorganized company’s “cash flow.” 
This is to be computed at the end of each fiscal year, be- 
ginning with the year during which the plan is consum- 
mated. Cash flow is defined as the sum of net income and 
depreciation less debt payments. One-half of cash flow, as 
defined, plus one-half of the net proceeds of sale of any 
property is to be added to the next minimum payment on 
the Series A notes. 


If the cash flow is less than the minimum annual payment 
of 20% of principal on the Series A notes, one-half of the 
deficiency may be carried forward and deducted from one- 
half of any surplus in subsequent years. The minimum pay- 
ment may not be reduced unless there has been a prior 
accelerated payment. In that case, one-half of the defici- 
ency may be applied against the minimum payments but 
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prepayments may be made by the reorganized company at 


only to the extent that extra payments have been made. 
any time. 





The Series B notes are tobe retired in the same manner 

after the Series A notes have been paid. But as to them the /V. /ncome and Valuation 

definition of “‘cash flow” also includes a deduction of up 

to $300,000 per year for capital improvements. Additional § Table VII summarizes Imperial’s audited income state- 
ments for the calendar years 1972-1974: 































Table Vil 
- 000 omitted - 
1972 1973 1974 

Gross income $11,843 $11,932 $11,712 
Other income 102 72 89 

Total income $11,945 $12,004 $11,801 
Motel operating expenses 8,196 8,248 8,352 
Interest on motel mortgage debt 741 677 597 
Depreciation - imperial share 878 922 986 
Depreciation - co-owner share 368 358 360 

Total expenses $10,183 $10,205 $10,295 
Co-owner profit 457 482 456 
General & administrative expenses 318 428 494 

Total $10,958 $11,115 $11,245 
Income from operations $ 987 $ 889 $ 556 
Gain (loss) on sales 242 - ( 26) 
Interest on trustee’s investments 66 152 242 
Chapter X fees paid ( 16) - ( 15) 
Income tax - actual ( 21) ( 21) £2) 2 
Tax adjustment 14 - 

Net income - before interest on claims a/ $ 1,272 $ 1,020 $ 757 


a/ Interest on unsecured claims accrues at about $389,000 per annum. 





Table VIII summarizes the first five years of the trustee’s 
forecast of Imperial’s income 7/ compared with the 1974 
audited results. The income before mortgage interest and 
Federal taxes has been computed for future use. 





Table ViIl 
- 000 omitted - 
Forecast 
Actual 
1974 1975 1976 1977 1978 1979 
$11,712 Motel operations $11,800 $12,800 $13,200 $13,650 $13,650 
331 Other income 276 171 181 191 201 
$12,043 Total $12,076 $12,971 $13,381 $13,841 $13,851 
Expenses: 
$ 8,352 Motel operations $ 8,461 $ 9,034 $ 9,316 $ 9,633 $ 9,633 
597 Interest-motel debt 466 376 292 213 144 
816 Co-owners’ share a/ 824 961 1,013 1,066 1,084 
986 Depreciation-Imperial 970 979 980 996 1,013 
494 General and administrative 525 550 575 600 625 
: Income tax b/ 25 25 323 693 713 
$11,245 Total expenses $11,271 $11,925 $12,499 $13,201 $13,212 
$ 798 Income c/ $ 805 $ 1,046 $ 882 $ 640 $ 639 





$ 1,395 Income before interest $ 1,271 $ 1,422 $ 1,472 $ 1,521 $ 1,471 
and Federal tax c/ 











a/ Co-owners’ share of depreciation and partnership income minus co-owners’ share of mortgage interest. 

b/ Approximately $25,000 per annum of the forecast tax appears to be a state tax. Since this is not affected by the 
special Federal credits and is itself deductible for Federal tax computation, we treat $25,000 as an operating expense 

in each of the years. 
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c/ Before capital gains, reorganization fees, accrued interest on claims in 1975 and interest on Series B notes in 


1975-1979. 


In our initial report, 8/ we found it necessary to adjust the 
forecast then presented by the trustee for an apparent 
underestimate of central office expenses and of co-owners’ 
share of income. We note that the current forecast makes 
an ample allowance for these deductions. 


The trustee testified that the lower revenue and net income 
in 1974 were due to the gasoline shortage which affected 
imperial’s business in the first quarter of the year. He 

stated that the first quarter results in 1975 were far 
superior but he did not assume an immediate recovery. The 
1975 forecast assumes about the same level of profits as 
1974. He forecasts an 8.5% increase in revenue for 1976, 
which would restore the historical level of income from 
operations before income tax, and a growth of slightly 

over 3% in both revenues and operating expenses for 1977 
and 1978. His projection for 1979 is essentially the same 

as for 1978. 


The trustee’s forecast for 1975 - 1979 is acceptable for 
purposes of valuation. We do not undertake to evaluate 

his projections at the annual compounded growth rate of 
5% in revenues and operating expenses in the succeeding 
six years. Valuation is not a mathematical science and the 
inherent uncertainties are magnified in projections made 
for the distant future. Since the fairness and feasibility of 
the plan is not significantly dependent on the compounded 
annual 5% growth rate predicated by the trustee in the 
later years of his forecast, we will not rely on that assump- 
tion and will hold operating income constant at the 1978 
level in testing the plan and alternatives. 


The trustee’s present forecast assumes a tax loss carry for- 
ward which will shelter all of 1976 and about half of 
1977's income from Federal taxes, a saving of about 
$540,000 in 1976 and $300,000 in 1977. It also provides 
for an annual tax saving of about $60,000 per annum 
throughout the period through deductions of an interest 
accrual on Series B notes. Eliminating the tax loss savings, 
temporary at best, and deducting the interest, the current 
forecast equivalent to net income after taxes and interest: 


Table 1X 
- 000 omitted - 


Trustee’s current income 1976 1977 1978 1979 

forecast (from Table Vili) $1,046 $822 $640 $639 
Assumed tax savings from: 

Series B interest 60 60 60 60 

Carry-over 540 300 - - 
Adjusted net income $ 446 $462 $580 $579 
The average of this adjusted net income is about $517,000. 
This is comparable to the $530,000 net income after 
normal Federal taxes on which our valuation in 1972 was 
based. 9/ Thus, there has been no significant change in 
expectations as to Imperial’s profitability. 


The plan is based on a value of $10.9 million, of which at 
least!$1.5 million is represented by excess cash, which will 
be distributed to creditors. The remaining value of $9.4 


million represents the equity in the motel after the mort- 
gage liabilities which under the plan reorganized Imperial 
will assume. This equity will be allocated to creditors and 
stockholders in the form of notes and stock. 


The $9.4 million in value should be related to projected 
income after normal Federal income taxes but before pro- 
posed interest on the new debt for Imperial. We accept the 
trustee’s forecast of income! before interest and taxes, 
which, as shown in Table VIII, averages $1,471,000 in the 
years 1976-1979. But we disagree with the capitalization 
proposed by the plan. Hence, we do not rely on the 
trustee’s computation of interest on the new debt or Fed- 
eral income taxes to obtain a forecast of income before 
interest and after taxes. 


As we discuss infra (p. 18 and Table X11), we propose the 
issuance of about the same amount of debt as the plan pro- 
vides but all of equal rank and bearing interest at 8% per 
annum. On that basis, the projected income before interest 
and after taxes would be as follows: 


Table X 
- 000 omitted - 
1976 1977 1978 1979 
Interest on new notes $390 $390 $390 $390 
Net income 238 291 342 347 
Net income before 
interest and after 
taxes $628 $681 $732 $737 


The 4-year average is $695,000. The $9.4 million in value 
assigned by the plan to the equity of creditors and stock- 
holders of Imperial is thus about 13% times this average. 


The creation of a substantial amount of new debt to be 
paid off in a relatively short period of time fundamentally 
alters the quality of the equity we dealt with in our prior 
reports. The earlier plans proposed to issue common stock 
to unsecured creditors and stockholders, and common 
stock is permanent capital. The present plan divides the 
equity between Imperial’s unsecured creditors and stock- 
holders as follows: 


Notes $4,500,000 
Common stock 4,877,000 
Total $9,377,000 


If we allow for additional notes to be issued for interest 
accruals after October 1, 1974, the new capitalization (ex- 
clusive of mortgage debt) would be represented by 48% of 
debt to be paid over a period of 10 years and only by 52% 
of common stock. The risks of this common stock are 
obviously much higher than for the common stock we con- 
sidered in 1972, and the present plan prohibits common 
stock dividends perhaps for eleven years. Such common 
stock represents essentially a deferred right to own the 
company if and when $4.5 million has been withdrawn from 
the Imperial enterprise. It is true that current earnings will 
accrue to the common equity and that, based on the fore- 
casts, this equity will increase each year. But it is some 
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time away from a conventional stock representing a cur- 
rent share of the profits of a permanently financed enter- 
prise. 


Accordingly, it is necessary to use a substantially lower 
multiplier than that we previously had indicated for a more 
conservative capitalization. Based on the above factors and 
general changes in the securities markets since 1972, we 
agree that a value of $9.4 million is appropriate. 


We have allowed for the $1.5 million in value represented 
by excess cash projected to December 31, 1975. The in- 
crease from the $600,000 that we allowed in 1972 does 
not increase the equity for Imperial’s present common 
shareholders since interest accruals have added $1,167,000 
to liabilities during the three years since 1972. In effect, 
imperial has been earning its interest and estimated 
administration expenses during this period of controversy 
over the form of its reorganization. In terms of cash avail- 
able for distribution, it fell a little behind since the present 
$1.5 million is only $900,000 more than the $600,000 in 
1972. The difference has been reinvested by the trustee in 
the business. 


At the hearing on the plan, the trustee introduced an 
opinion of tax counsel concluding that the amount of 
available tax loss carry forward and unused investment 
credits could range from $519,965 to $3,297,568. Tax 
counsel is of the opinion that investment tax credits of 
$117,786 are available and that accrued interest on claims 
is tax deductible. 10/A deduction in the amount of 
$3,685,782 was claimed in 1974, but the manner in which 
it would be applied to Imperial’s annual income is less cer- 
tain. If applied on a year-by-year basis back to 1965 when 
the obligation commenced to accrue, only a $193,046 
saving would be available in 1975 and none thereafter. If 
the entire accrual were allowed in 1974, tax loss carry for- 
ward savings of $1,526,295 could result to the extent 
usable during the years 1975-1979. Allowance in 1974 of 
the portion of the accrual relating to claims not repre- 
sented by notes or debentures would produce a carry for- 
ward saving of $779,262. 


In his forecast, the trustee provided for no Federal income 
taxes in 1975 and 1976 and about half of the normal 
liability in 1977. The 1975 saving, which is the surest, has 
already been allowed for in computing available cash. The 
tax savings assumed in 1976 and 1977.cannot be computed 
exactly from the record since taxable income differs in 
some respects from financial reporting standards. 11/It 
should approximate $540,000 in 1976 and $300,000 in 

1977, representing a possible present value of $757,000. We 
do not undertake to express an aes on this unsettled 
question of tax law. 


We consider this possibility too contingent to justify a 
present increase in the $9.4 million equity for creditors 
and stockholders. The possibility of a more favorable out- 
come is one of many contingencies affecting the valuation, 
and it has been weighed in arriving at our overall conclu- 
sion that $9.4 million is an appropriate value. If a tax 
benefit is actually realized after 1975, the saving will be 
applied directly to retire notes, thereby increasing the 
equity of the new common stock. 
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V. Fairness and Feasibility 


Our previous reports discussed the general principles 
governing the determination of the fairness and feasibility 
of a plan (Corporate Reorganization Release Nos. 312 and 
313 at pp. 28-31, 12-15, respectively). There is no need to 
restate our prior discussion. 


A. Fairness 


The principal issue of fairness turns on the treatment of the 
general creditors (Class 7(b) ) vis-a-vis the holders of the 
debtor's notes (Class 7(a) ). The contractual subordination 
of the debentures gives Class 7(a) valuable legal rights not 
shared by the general creditors in Class 7(b). These ad- 
vantages, however, are fully recognized by reallocating to 
Class 7(a) the cash and notes which, absent subordination, 
would have been allocated to the debenture holders 

(Class 8) for their claims. The 35.2% in common stock 
provided for the debenture holders includes common stock 
that, without subordination, would have been allocated to 
the noteholders. But Class 7(b) is not subordinate to Class 
7(a), and the distribution to Class 7(b) should reflect its 
equal status with Class 7(a). There is no color of any right 
to the priority the plan creates between equals by sub- 
ordinating the Series B to the Series A notes which are to 
be distributed to the two classes. 


It is argued that Class 7(a) is paying for the priority by 
waiving interest on their Series A notes. These noninterest- 
bearing notes, discounted to present worth, would yield a 
value substantially less than the principal amount. But the 
question is not what Class 7(a) is willing to give up for the 
accelerated retirement of its notes. The issue is whether 
Class 7(b) is adequately compensated for the subordinate 
position the plan seeks to impose upon it. Clearly, it is not. 


Under the plan Class 7(a) would receive, exclusive of cash, 
Series A notes in principal amount of $2,428,000 at 
December 31, 1974, bearing no interest. If we assume an 
interest rate of 6%, the same rate as the plan Series A notes 
in 1975-1979 would be $436,800. A waiver of interest 
undoubtedly would reduce Imperial’s fixed charges and 
improve its cash flow but with very little comfort for 
Class 7(b). 


The saving in interest should be adjusted for Federal 
income taxes which at the normal rate would reduce the 
net benefit to about $227,000. 12/ This saving yields no 
benefit to Class 7(b) as creditors since it would receive no 
payment of interest or principal on its Series B notes so 
long as Series A notes are outstanding. The benefits, such 
as they are, would flow to stockholders, and as owners of 
39% of the new stock, Class 7(b)’s benefit weuld amount 
to $88,500 over the five years during which the Series A 
notes are to be retired. 


For this modest increment in benefits, it is proposed that 
the Class 7(b) assume substantial investment risks to which 
Class 7(a) is not exposed. The Series B notes are given a 
third lien position while the Series A notes are outstanding; 
and their payment is postponed to 1RD- 1904, after the 
Series A is retired. 


Class 7(b) is allowed on its deferred notes an interest rate 
























of 6% which, considering present costs of money on prime 
debt securities, is hardly a realistic yield. Besides, 6% is 
only the nominal rate on the Series B notes, In terms of 
the scheduled payment of principal and interest, the effec- 
tive yield is 4.62%. To provide a realistic increase in the 
interest rate would only magnify the unfeasibility of the 
plan and substnatially devalue the common stock to which 
the plan assigns a value of $4.89 a share. 


Class 7(b) also is discriminated against in two other respects. 
The amount of cash and notes reallocated to Class 7(a) 

from the subordinate debenture holders was not sufficient 
to provide payment in full. This deficiency arbitrarily was 
made up by taking notes to which Class 7(b) was entitled 
and substituting stock allotted to Class 7(a). Moreover, 

with respect to interest accruals subsequent to October 1, 
1974, the plan provides that Class 7(a) is to receive addi- 
tional Series A notes, but Class 7(b) is to receive common 
stock. 


In his testimony at the hearing, the trustee stated that the 
plan is fair. This was qualified by his statement that, al- 
though it is not precisely what he would like, the parties 
who negotiated the plan are satisfied. It appears that these 
negotiations took place between representatives of the 
General Tire pension funds anc Union Bank, the principal 
noteholders, and a representative of the general unsecured 
creditors, who is also counsel for the creditors commit- 
tee. 13/ Counsel apparently was influenced by his belief 
that no plan could be adopted without the concurrence of 
these two noteholders, who represent about 38% of the 
total claims in the combined Class 7. 


There is nothing to negotiate and compromise. Class 7(a) 





and Class 7(b) are general creditors of equal rank, and this 
Court has so found. 14/ The “fair and equitable” stand- 
ard of Chpater X requires that they be treated equally. 
Class 7(a) claimants should not receive an advantage over 
those in Class 7(b) on the veiled assumption that, as 
dominant creditors, they may veto any plan that does not 
provide for the accelerated payment which the present 
plan gran$s to them. 15/ 


B. Feasibility 


Among other things, feasibility requires that the reorgan- 
ized company have sufficient working capital and earning 
power so that it will be assumed of covering by an ample 
margin all of its financial obligations, including expendi- 
tures for renewals and replacements and the payment of 
interest and principal on its debt obligations when due. 


The feasibility of the proposed plan assumes the subordina- 
tion of Class 7(b) to Class 7(a), which we have shown is 
unfair. It also depends on the assumption that $840,000 

of income taxes will not be paid in 1976 and 1977. That 
assumption is open to question (pp. 12-13 supra). Table 

XI below shows that, even with these assumptions, the 
forecast of cash availability in the critical period through 
1979 is marginal at best. 


In addition to normal maintenance, the Imperial chain 
spends about $400,000 annually on renewals and replace- 
ments, of which about 25% is paid by the co-owners. Im- 
perial must provide about $300,000 per annum, for which 
the forecast cash flow is not sufficient. Since borrowing 
for the deficit would be improvident, even if possible, 
Imperial would have to cheose between permitting motels 


Table XI 
- 000 omitted - 
1975 1976 1977 1978 1979 
$1,800 Trustee's cash flow, before mortgage 
payments and income tax $2,050 $2,185 $2,329 $2,375 
$ 25 Income Tax $ 25 $ 323 $ 693 $ 713 
1,024 Mortgage payments 1,012 934 975 635 
- Minimum Class A payment b/ 491 491 491 378 
$1,049 . $1,528 $1,748 $2,159 $1,726 
$ 751 a/ Actual cash flow forecast $ 522 $ 437 $ 170 $ 649 
Additional Class A payment (247) (197) (160) (Paid in full) 
Available for replacements $ 275 $ 240 $ 10 $ 649 
Computation of additional payments on Series A, and Series B in 1980 
$ 751 Actual Cash flow $ 522 $ 437 $ 170 $ 536 
(256) Accrued interest c/ (128) (128) (128) (128) 
- Capital improvements (Series B) (300) 
$ 495 Cash flow (formula) d/ $ 394 $ 309 $ 42 $ 108 
$ 247 50% of formula to be paid in 
following year $ 197 $ 160 $ 21 $ 54 


a/ Exhibit T-9 shows $559,000 in 1975 which fails to allow for the fact that the $192,000 in interest on claims deducted 


is not intended to be paid. 


b/ Based on $2,367,000 of notes plus $90,000 accrued interest to June 30, 1975. 

c/ For purposes of computing payments from excess cash flow under the proposed note terms, it would appear that 
accrued interest on claims, even though not paid, may be deducted. 

d/ We do not believe that it was intended that a payment on notes in addition to the minimum annual payment is de- 
ductible from cash flow in the year in which it is paid as “debt amortization,” so as to affect the excess cash flow for 
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the next year, although this is a possible interpretation of the plan. 


to run down or selling motels in order to apply one half of 
the net proceeds to the deficit and the other half to 
Class 7(a). 


Failure to gain the assumed tax savings in 1976 and 1977 
would wipe out most of the cash flow in those years and 
with it the accelerated payments to Class 7(a). It would 
also make more acate the replacement fund shortage and 
delay the payments to Class 7(b) for another year. 


The trustee stated that, absent refinancing, the plan would 
permit Imperial to continue in a more or less stagnant, 
static condition. And counsel for the creditors committee 
stated that the plan is designed primarily to make the 
stockholders refinance this debtor within a year after it 
comes out of court. After pointing out that the character 
of the proposed notes would permit a large gain to Im- 
perial by their acquisition at a discount, 16/ he further 
stated that the plan would not permit the reorganized com- 
pany to improve or expand while the notes are outstanding. 


The feasibility of a plan must not depend on a subsequent 
refinancing on unpredictable terms. Such a plan is no 
more than an agreement to formulate a new plan after 
Imperial leaves the jurisdiction of the court. 


Table XI/ 
Proposed Income and Cash Flow 
- 000 omitted - 
1975 1976 1977, +1978 1979 1980 1981 1982 1983 1984 
Trustee’s forecast of net income 
before income tax & : 
interest (Ex. T-9) a/ $1,286 $1,447 $1,497 $1,552 $1,496 $1,500 $1,500 $1,500 $1,500 $1,500 
Interest on mortgage debt $ 466 $ 376 $ 292 $ 219 $ 144 $ 93 $ 61 $ 40 $ 2B $ 13 
Interest on 8% notes 390 390 390 390 390 361 319 263 197 130 
State tax 25 25 25 25 25 25 25 25 25 25 
Federal tax b/ - 418 499 576 590 626 661 696 733 769 
Deductions $ 881 $1,209 $1,206 $1,210 $1,149 $1,105 $1,066 $1,024 $ 981 $ 937 
Net income $ 405 $ 238 $ 291 $ 342 $ 347 $ 395 $ 434 $ 476 $ 519 $ 563 
Depreciation - Imperial share 970 979 980 996 1,013 1,025 1,056 1,089 1,127 1,166 
Mortgage retirement (1,024) (1,012) ( 934) ( 975) 635) ( 473) ( 301) ( 177) ( 160) ( 99) 
Sinking fund - - - - ( 365) ( 527) ( 699) ( 823) ( 840) ( 901) 
Available for replacements $ 351 $ 205 $ 337 $ 363 $ 360 $ 420 $ 490 $ 565 $ G46 $ 729 
Balance of notes $4,876 $4876 $4876 $4,876 $4,511 $3,984 $3,285 $2,462 $1,622 $ 721 
Per share income 0.42 0.25 0.31 0.36 0.36 0.41 0.46 0.50 0.55 0.58 
a/ For the years 1980-1984 we have made no 
allowance for the trustee’s forecast of a 
5% annual growth rate. See p. 10 supra 
b/ Tax computations: 
Income before federal tax $ 405 $ 656 $ 790 $ 918 $ 937 $1,021 $1,095 $1,172 $1,252 $1,332 
Depreciation variation 168 214 249 281 292 283 282 278 276 271 
Taxable income $ 573 $ 870 $1,039 $1,199 $1,229 $1,304 $1,377 $1,450 $1,528 $1,603 
Federal tax 48% carryover $ 418 $ 499 $ 576 $ 590 $ 626 $ 661 $ 696 $ 733 $ 769 





Table X11! below shows the allocations required to provide 
equality of treatment of unsecured creditors and to give 
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Vi. Proposed Amendments To Plan 


We believe that the plan can be appropriately amended. 
We propose that a single series of notes be issued for un- 
secured claims other than subordinated debentures. Such 
notes, in the amount of $4,876,000, will have a term of 
10 years and bear interest at 8%. The plan will provide a 
sinking fund of $1 million per annum to meet principal 
payments on existing mortgages and the new notes. In 
view of the substantial principal payments on the mort- 
gage debt in the next three years, the sinking fund pay- 
ments on these notes will not commence until 1979, but 
interest will be paid annually. 


The effect of our proposed amendments is indicated in 
Table X11 below, which is based on the trustee’s forecast. 
This Table is not a year-by-year prediction of Imperial’s 
business over the next 10 years. It is a test, on rather con- 
servative assumptions, of the practicability of such an 
approach. Nor do we suggest that this is the only accept- 
able plan. OUr proposal is merely designed to demon- 
strate, by a concrete example, that a fair and equitable 
and feasible plan can be devised. 












effect to the subordination of the debentures, all on the 
basis of claims at December 31, 1974. 


























Table XIII 














- 000 omitted - 
Claims Unsatisfied 
to 12/31/74 Cash Notes Balance 
$3,154 Notes $ 742 23.5% $2,412 76.5% - - 
1,613 Subordinated debentures - -0- -0- - $1,613 100% 
4,767 $ 742 15.6% $2,412 50.6% $1,613 33.8% 
4,871 General claims 758 15.6% 2,464 50.6% 1,649 33.8% 
$9,638 Total Debt $1,500 $4,876 $3,262 
Common Stock Distribution 
- 000 omitted - 
Unsatisfied 
Balance Amount Shares % of outstanding 
12/31/74 at $4.89 
$1,649 General claims $1,709 350 36.7% 
1,613 Subordinated debentures 1,672 342 35.9% 
$3,262 Total debt (at 212 shares per $1,000) $3,381 692 72.6% 
251 Preferred (at 36 shares per share) 254 52 5.5% 
Common (at 1/4 share per share) 1,024 209 21.9% 
Total $4,659 953 100.0% 
The above table is based on liabilities at December 31, are about the same as interest on the new notes as shown 
1974, rather than at October 1, 1974. The increase of in Table XIV. 
about $150,000 in liabilities during the quarter requires the 
issuance of securities in a like amount. The present plan Table XIV 
makes the same provision. Since Imperial earns its interest - 000 omitted - 
accruals by a comfortable margin, it is appropriate to 
adjust the securities to be issued in this manner. Claim 8% Interest Interest 
12/31/74 Notes on notes on claims 
Under our proposal, 15.6% of creditor claims will be paid 
) in cash and 50.6% will continue as debt of reorganized $3,154 Notes $2,412 $193 $120 
3 Imperial, with improved status. The interest rate on the new 1,613 Debentures - - 64 
) notes will be increased to 8%. The notes will be a second $4,767 Total $2,412 $193 $184 
5 lien, which will become a first lien as rapidly as underlying 4,871 General 2,464 197 205 
3 mortgages are paid, and provision is made for a substantial $9,638 $4,876 $390 $389 
7 sinking fund for their orderly retirement in 10 years. We 
3 allow a 4% step-up to creditors on the 33.8% portion of The proposed notes would be issued under an indenture. 
5 their claims to be satisfied with common stock. 17/ The indenture should, in addition to the minimum sinking 
9) fund shown in Table XI! above, provide that all the net 
1) The debenture holders receive only common stock equal proceeds on disposition of properties be applied to the 
g in value to 104% of their claims without additional retirement of the new notes. Any tax loss carry forward 
compensation for the full loss of their creditor position. savings actually realized after 1975 should be similarly 
1 This is not unfair to them. They are left only with stock applied. 
because proportional interest in cash and notes is trans- 
8 ferred to creditors to whom they are subordinated. The Based on the forecast, payment of dividends on the com- 
stockholders of Imperial gain nothing from the subordina- mon stock would not be feasible for several years, al- 
tion and the exchange between these creditors as a result though the debt retirement program would rapidly increase 
of the subordination by allocating some of their equity to both equity and earnings on the common stock. In the 
the debenture holders. later years of the 10 year period, cash flow reaches.a level 
which would appear to permit dividends. We would not 
We recommend that the plan be further amended to pro- recommend a flat prohibition on payment of dividends so 
2 vide that December 31, 1974, be its effective date and that —_long as notes are outstanding but would recommend an 
1 interest on the notes issuable under the plan be paid in additional sinking fund payment equal to the amount of 
3 cash from that date. If, for any reason, the plan is not any dividend declared. 
9 consummated, such payments would apply to the underly- 
ing claims. There is no justification for withholding from Imperial’s pro forma capitalization as of December 31, 
creditors cash which is available for distribution. 1974, would be as set forth in Table XV. 
When the allocation of notes, as we have suggested, has The mortgage debt, not affected by the plan, is exceptional- 





been made, the amounts required to nay interest on claims _ly low for a company of this character. 
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- 000 omitted - 
Imperial’s 
Combined _%_ portion  __% 
Mortgages $ 7,977 39.5 $ 6,300 39.8 
New notes 4,876 24.1 4,876 30.8 
Debt $12,853 63.6 $11,176 70.6 
Co-owners equity 2,688 13.3 - - 
Common shares 4,659 23.1 4,659 29.4 
$20,200 100.0 $15,835 100.0 


Pro forma interest charges, including both mortgages and 
notes, are $856,000 in 1975, declining as mortgages are 
retired to $534,000 in 1979. The projected income, before 
interest and taxes, covers these charges 1.5 times in 1975 
and 2.8 times in 1979. A 1.9 times coverage is forecast as 
early as 1976. Although starting as essentially a second 
mortgage, the first lien position of the new notes develops 
rapidly. 18/ By 1979 there would be no senior lien on a 
substantial majority of the properties and Imperial’s 
remaining share of the mortgages would be less than $2 
million. The proposed common stock, valued for reorgani- 
zation purposes at $4.89 a share, is forecast to have annual 
earnings throughout the first five years averaging about 34 
cents a share, with a signficant prospect of growth as 
interest charges are reduced. (Table XII). 


The amendments we propose would mend the breach the 
plan has created between unsecured creditors. Perhaps a 
plan based on their essential unity as a class may encourage 
and gain the acceptance that the divisive and unfair fea- 
tures of the present plan now preclude. But if a plan, 
amended as we propose, is approved by this court and 
creditors now designated in Class 7(a) should refuse to 
accept it, that would not mark the end of the statutory 
road. Chapter X provides some corrective measures for 
that contingency. Section 179 permits the judge not to 
count negative votes of creditors “whose claims are dis- 
qualified pursuant to Section 203 of this Act” 19/ or 
those creditors who, pursuant to Section 216(7), are 
“afforded adequate protection for the realization by them 
of the value of their claims.”” 20/ 


The object of Chapter X is to preserve the going concern 
value of an estate for the benefit of all who have an equity 
therein, in this case, creditors and stockholders. More than 
a fiat by the present noteholders is required to deprive the 
others of their interest. A plan which provides the note- 
holders with full payment in cash and secured debt may 
not be what they would like. But we believe it satisfies 
every legal right that they have under Chapter X. 


Vil. Other Matters 


Section 216(11) of Chapter X requires that the plan shall 
include equitable provisions with respect to the election 

of directors, and under §216(12) the charter of the re- 
organized company must provide “for the fair and equit- 
able distribution” of voting power among the security 
holders. We have interpreted these provisions as requiring 
cumulative voting in the election of directors, and the plan 
in this proceeding should be amended accordingly. The 
plan should further be amended to provide for pre-emptive 
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rights to stockholders. Without such rights, the interest of 
the stockholders of the reorganized company would be 
subject to dilution by a distribution of additional common 
stock, and the plan would be incompatible with the safe- 
guards for stockholders provided for in §£216(11). 21/ 


The notes and common stock of reorganized Imperial to 
be issued under the plan “‘in exchange for securities of or 
claims against the debtor” are exempt from the registra- 
tion and prospectus provisions of Section 5 of the Securi- 
ties Act of 1933 (15 U.S.C. 77e). This exemption does not 
apply to the provisions of Section 306 of the Trust In- 
denture Act of 1939 (15 U.S.D. 77fff) requiring the quali- 
fication of an indenture with respect to debt securities to 
be issued under the plan. 22/ 


Prior to the inception of this reorganization proceeding, 
Imperial was subject to the registration and reporting 
requirements of Section 12(g) of the Securities Exchange 
Act of 1934 (15 U.S.C. 787(g) ), and it will continue to be 
subject to these provisions after reorganization. We recom- 
mend that, as soon as practicable after confirmation, 
appropriate pro forma financial statements of the re- 
organized company be submitted to our Division of 
Corporation Finance for examination and review. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ In re Imperial “400° National, Inc., Corporate Re- 
organization Release Nos. 312 (July 12, 1972); 313 
(August 29, 1973); and 314 (May 15, 1974). 


2/ ‘The reference was made pursuant to Section 172 of 
Chapter X (11 U.S.C. §572), which provides in pertinent 
part that: 


“... before the approval of any plan. . . the judge may if 
the scheduled indebtedness of the debtor does not exceed 
$3,000,000 and shall, if such indebtedness exceeds 
$3,000,000, submit to the Securities and Exchange Com- 
mission for examination and report the plan or plans which 
the judge regards as worthy of consideration.” 


In this case, the debtor’s scheduled indebtedness is far in 
excess of $3,000,000. 


3/ ‘The district court may permit a reasonable time for 
a new proposal to be offered where it appears that a fair 
and equitable plan may be presented. Case v. Los Angeles 
Lumber Products Co., 308 U.S. 106, 131-132 (1939). 


4/ Protective Committee v. Anderson, 390 U.S. 414, 
435, 450 (1968). 


5/ See Corporate Reorganization Release No. 313, pp. 
12-15; and noted in 374 F. Supp. at 976. 


6/ _ It is necessary to compute cash availability on a 
calendar year basis because of the seasonal nature of the 
business. On October 1, cash balances may be $400,000 
higher, but Imperial historically experiences a $300,000 - 
$400,000 cash drain during the final quarter of the year. 
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7/ Tosimplify the presentation, we have combined the 
“home office” items with the corresponding motel items. 


8/ Corporate Reorganization Release No. 312, pp. 35-36 
9/ Corporate Reorganization Release No. 312, p. 35. 


10/ The tax credits apply directly to reduce tax liability, 
thus having a 100% effect. Deductions reduce taxable 
income and save not more than 48% of this amount in 
actual taxes. We show the maximum saving, rather than the 
deduction, in the text. 


11/ The major difference arises from Imperial’s adoption 
of accelerated depreciation for tax purposes. It is now at a 
point where its tax deduction is substantially less than the 
book charge. The difference will grow from $168,000 in 
1975 to $292,000 in 1979, leveling off thereafter. Income 
taxes are payable on this amount in addition to reported 
income. If new properties are acquired after reorganization, 
this adverse tax situation can be averaged downward. 


12/ For this purpose, the availability of the tax loss carry 
forward is immaterial. A deduction for Series A interest 
would produce full tax savings at some point during the 
5-year period, since the most optimistic estimate of the 
carry forward leaves substantial taxable income during 

this period. 


13/ This committee, which filed a notice of appearance 
in 1965, ceased meeting at an early stage and delegated 
authority to an executive committee consisting of these 
three. 


14/ The “common denominator” of the claims of 
creditors in Classes 7(a) and 7(b) is that they are unsecured. 
The fact that they take different forms does not require 
separate classification absent substantial differences in the 
nature of the claims. /n re Los Angeles Land and Invest- 
ments, Ltd., 282 F. Supp. 488, 454 (D. Hawaii, 1968); and 
6A Collier on Bankruptcy 238 (q4th ed., 1975 rev.). Cf. In 
re Palisades-On-The Desplaines, 89 F. 2d 214, 217 (C.A. 

7, 1937). 


“[C] lassification should in nowise depend upon the nature 
of the claimant or his interest in the sense of his bias or 
leanings, but only upon the nature of the claim.” J.P. 
Morgan & Co. v. Missouri Pac. R. Co., 85 F. 2d 351, 352 
(C.A. 8), certiorari denied, 299 U.S. 604 (1936). The same 
holds true for the treatment to be accorded to creditors 
whose claims rank equally. 


15/ “Submission to coercion is not the application of 
‘fair and equitable’ standards.”’ Case v. Los Angeles Lumber 
Products Co., 308 U.S. 106, 123 (1939). 


16/ Here again, Series A noteholders would be in a much 
stronger bargaining position because of their priority and 
short maturity than the junior and scattered Series B 
noteholders. 


17/ We previously had recommended a liberal step-up for 
creditors whose claims were to be satisfied principally 

with common stock and without the other compensatory 
features that our proposed amendments now provide for 


them. Corporate Reorganization Rel. No. 313, pp. 25, 38. 


18/ At thetime of the hearing, only three motels were 
free of mortgages, but the mortgage schedules indicate that 
mortgages will be paid in full at the annual rates of 8, 8, 
13, 15, 9 and 9 from 1976-1981 inclusive. Another 13 
would be paid by 1984. Three of the remaining four mort- 
gages extend into the 1990's. 


19/ Section 203 provides in pertinent part: 


“If the . . . failure to accept a plan by the holder of any 
claim . . . is not in good faith, . . . the judge may, after 
hearing upon notice, direct that such claim . . . be dis- 
qualified for the purpose of determining the requisite 
majority for the acceptance of a plan.” 


20/ See Country Life Apartments v. Buckley, 145 F. 2d 
935 (C.A. 2, 1944); Gross v. Bush Terminal Co., 105 F. 
2d 930 (C.A. 2, 1939); and Texas Hotel Securities Corp., 
v. Waco Development Co., 87 F. 2d 395 (C.A. 5, 1936), 
certiorari denied sub nom. Waco Development Co., v. 
Rupe, 300 U.S. 679 (1937), a case which arose under the 
subsection of former Section 77B of the Bankruptcy Act 
(the predecessor of Chapter X) which was substantially 
identical to Section 216(7). 


Section 216(8) dealing with stockholders, the parallel pro- 
vision to Section 216(7), was recently invoked by a district 
court in confirming a reorganization plan that provided 
“‘adequate protection for the realization by (a class of dis- 
senting stockholders) of the value of their equity.” /n re 
Atlanta International Raceway, Inc., No. 70556 (N.D. 

Ga., order entered Dec. 27, 1973), aff’d 505 F. 2d 732 
(C.A. 5, 1974) (Mem.), certiorari denied sub nom. Price v. 
Cotton, - U.S. -, 95S. Ct. 1975, 44 L. Ed. 2d 467 (1975). 


21/ As to both of these requirements see Parker Petroleum 
Inc., 39 S.E.C. 548, 570-571 (1969); Yale Express System, 
Inc., 44 S.E.C. 772, 789 (1972). 


22/ See Trust Indenture Act Rel. No. 30, p. 2 (August 
28, 1944). 
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Nos. 71B-2921 and 72-B-644 


ADVISORY REPORT OF THE SECURITIES AND 
EXCHANGE COMMISSION ON PLAN OF 
REORGANIZATION 


This advisory report is submitted pursuant to Section 173 
of Chapter X (11 U.S.C. §573) with respect to the amended 
plan of reorganization for King Resources Company 
(“KRC”) and International Resources Limited (“IRL”). 
IRL is a United Kingdom registered corporation and 
wholly owned subsidiary of KRC. 


On August 14, 1971, an involuntary petition for reorganiza- 
tion under Chapter X was filed against KRC in the federal 
court for the Northern District of Texas. The petition was 
approved August 23, 1971, but after a hearing, held on 
October 15, 1971, concerning proper venue, the case was 
transferred to the District of Colorado. Charles A. Baer 

was appointed as successor trustee to the trustees appointed 
in Texas and has served since his date of appointment. 


On March 3, 1972, IRL filed a voluntary Chapter X peti- 
tion in the same court. The KRC trustee was appointed 
trustee of IRL, and both proceedings were consolidated. 


Hearings on the trustee’s plan, commenced December 3, 
1973, were adjourned from time to time and were con- 
cluded on February 13, 1975. A plan of liquidation, filed 
by four bank creditors was found not to be worthy of con- 
sideration. The court referred the plan to this Commission 
for examination and report pursuant to Section 172 of 
Chapter X (11 U.S.C. §572). 


In the opinion of the Commission the plan, including set- 
tlements therein incorporated, if amended as indicated 
later on, would be fair and equitable. It is also feasible, on 
the assumption that proposed settlement of certain litiga- 
tion is finally approved. 


|. The Debtor and Affiliated Entities 


KRC is a successor to King-Stevenson Gas & Oil Company, 
Inc. (“KSGO”). KSGO was originally owned by John M. 
King and by Ben T. Stevenson. Stevenson left the company 
at an early state of its history. KSGO changed its name to 
KRC, and about two years later was reincorporated in the 
State of Maine. No direct public offering of KRC common 
stock was made. Commencing on February 5, 1963, several 
series of convertible debentures were sold publicly and sub- 
sequently converted into common shares. A secondary 
offering of about a third of the shares then owned by the 
principal stockholders was made to the public on June 20, 
1967. Stock was also issued for property acquisitions and 
under executive stock options. A series of stock dividends, 
2 for 1 in 1967, 3 for 1 in 1968 and 3 for 1 in 1969, 
multiplied the outstanding shares by 18. At the commence- 
ment of the proceeding, KRC had issued 18,619,313 
shares, held by some 30,000 holders. King’s holdings were 
reduced by that time to 14.72% of the outstanding shares. 


KRC and its predecessors have been engaged in oil and gas 
drilling and production. KRC also engaged in acquiring and 
selling oil and gas properties, and subsequently enlarged its 
business by dealing in a wide range of natural resource 
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properties. It dealt both in producing properties and in 
prospects which appeared suitable for exploration and 
development. KRC offered contractuai services related to 
such activities. The portion of its revenues derived from 
sales of resources and related services grew from 35% in 
1964 to 95% in 1968. 


In 1966, Colorado Corporation, a private company owned 
principally by King and his family commenced sponsoring 
limited partnerships, which purchased property from 

KRC. 1/ Between 1966 and 1969, these limited partner- 
ships raised about $130 million from public sales of 
limited partnership interests to about 13,000 investors. 
Most of these enterprises are the subject of another Chapter 
X proceeding in this Court. 2/ Colorado Corporation was 
adjudicated bankrupt on September 6, 1974. 


In 1963, KRC commenced to sell large volumes of natural 
resource properties to the Natural Resource Fund Account 
of F.O.F. Proprietary Fund, an arm of Fund of Funds 
(“FOF”), which in turn was an offshore investment com- 
pany managed by 1.0.S. Ltd. By 1969, FOF became the 
largest purchaser of such interests from the debtor and 
accounted for over one-third of KRC sales. 


We will not attempt to describe the specific relationships 
among the !.0.S. group. At present, Global Natural Re- 
sources Properties, Ltd., organized under the laws of the 
United Kingdom, Natural Resources Corporation, a Mary- 
land corporation, and Global Artic Islands Ltd., a Canadian 
corporation (collectively referred to as ““Global’’), appear 
here as successors to the 1.0.S. companies. 


KRC raised funds for its operation through the sale of 
debt securities-to the public both in the United States and 
Europe. After the earlier convertible debenture series were 
coverted and redeemed, King Resources Capital Corp. 
N.V. (“KRCC”), a wholly owned subsidiary of KRC, 3/ 
sold in November 1968 in Europe $15 million of its 
5-3/4% subordinated convertible debentures due in 1988 
(“foreign debentures”). These foreign debentures were 
guaranteed by KRC for payment of principal, interest and 
sinking fund installments. In December 1968, KRC sold in 
the United States $25 million 5-1/2% convertible sub- 
ordinated debentures (“domestic debentures”), of which 
about $700,000 were converted into common stock. The 
domestic debentures are held by about 2,500 investors. 


Among the major ventures of KRC, in which FOF had a 
50% undivided interest, 4/ were permits to explore for oil 
and gas in about 22 million acres of the Canadian Arctic, 
which had cost FOF about $2 an acre. Just before the 
close of the fiscal year 1969, KRC arranged to sell 1/8th 
of FOF’s interest to private investors for $15 an acre, little 
of which was actually paid. On the basis of this sale, FOF 
revalued its investment and reported a gain for 1969 of 
well over $100 million. Inquiries as to the propriety and 
bona fides of this gain led to broader questions as to 
1.0.S. operations and a financial and managerial crisis. 


During the spring of 1970, King attempted to take over 
control of 1.0.S. Approximately $15.8 million of KRC’s 
funds were used for this effort. Of this $8 million was 
loaned to 1.0.S. and is evidenced by a 9-1/2% note due 
May 31, 1971, collateralized by 4 million common shares 
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of 1.0.S. Management, Ltd. (now Transglobal Financial 
Services, Ltd.) This note has not been paid. KRC also 
received warrants to purchase !.0.S. stock, which are with- 
out value. An action against 1.0.S. in the Federal Court in 
New Jersey, filed February 17, 1971, is pending. !.0.S. 
counterclaimed for $103 million for damages allegedly due 
to KRC’s failure to complete the promised rescue. 


The remaining $7.8 million was advanced to trusts estab- 
lished for the benefit of the family of John M. King or for 
the benefit of the family of Edward M. Cowett, the Presi- 
dent of 1.0.S. These trusts had purchased a large block of 
1.0.S. voting stock with funds advanced by banks and 
brokers. The $7.8 million was used to repay such loans in 
part. The 1.0.S. stock was ultimately sold to reduce the 
balance of the loans and KRC’s $7.8 million junior ad- 
vance had been written off as uncollectible. The Chapter 
X trustee has recovered $2.5 million on KRC’s employee's 
fidelity bond, based on these transactions. 


KRC had greatly expanded its activities on the basis of 

its 1.0.S. relationship, and had commitments, for example, 
with respect to titanium in South Africa, oil and gas in the 
Sinai Peninsula, an exploration program in the North Sea, 
molybdenite in British Columbia, and an oil terminal in 
Maine. It had purchased a full block in downtown Denver. 
IRL was the medium for the more exotic foreign ventures. 
KRC was severely drained of working capital in its abortive 
attempt to gain control of 1.0.S. Its cash flow was further 
curtailed when 1.0.S. and 1.A.R.F., its principal customers, 
ceased purchasing of natural resources interests and related 
services of KRC. 


As a result, during the last half of 1970 and early 1971, 
KRC discontinued or disposed of the operations of a num- 
ber of subsidiary companies or divisions. Oil and gas prop- 
erties were sold and production payments and advances 
were received on gas purchase contracts. Programs were 
terminated, and properties abandoned or farmed out. But 
such cut-backs, while relieving KRC of some of its over- 
expansion, failed to bolster its desperate cash position. 


A formal trade creditors plan was executed on September 
18, 1970, covering $14,205,690 of KRC’s trade debt. 
Under this plan KRC was obligated to make monthly 
installment payments, plus interest at the annual rate of 
10% on the unpaid balance. KRC executed to a trustee for 
the creditor’s committee a mortgage and security agree- 
ment covering KRC’s interest in facilities situated in and 
near Portland, Maine. KRC also agreed not to sell, mort- 
gage, transfer, surrender or encumber, without approval of 
the committee, its producing oil and gas properties in the 
United States and Canada, exclusive of properties held for 
development or disposition. KRC did not make all the 
required payments under this agreement, and on November 
20, 1970, assigned to the committee all of KRC’s right, 
title and interest in the $8 million promissory note from 
1.0.S., together with the collateral. On June 15, 1971, the 
committee moved to declare default under the plan. 


On July 14, 1971, the Internal Revenue Service filed an 
$8,310,169 jeopardy assessment against KRC and its sub- 
sidiaries. On July 23, 1971, the assessment was reduced to 
$2,539,155, of which $1,677,885 related to interest 
equalization taxes allegedly owned as a result of loans to 


1.0.S. and trusts for members of the King and Cowett 
families. The balance of $861,270 related to interest on 
income taxes asserted to have been due for 1967 and 1968 
and payroll taxes. 


Soon thereafter KRC was in default on $20 million of 
bank debt, $15 million of its guaranteed foreign deben- 
tures and about $25 million of its domestic debentures. 
The Chapter X involuntary petition was filed against KRC 
on August 14, 1971. 


/1. Trustee’s Administration 


The Chapter X trustee, upon his appointment, arranged to 
borrow $3 million under a certificate of indebtedness to 
continue operation. 5/ Numerous creditors had placed 
liens on the debtor’s producing wells. Production payments 
were in default and the holders claimed 85% of the gross 
receipts from the oii and gas wells to which they applied 
rather than the pre-default rate of 40%. The purchasers of 
oil and gas withheld the payments and no funds were avail- 
able to pay production expenses. 


Eventually settlement was reached with the lien creditors 
with respect to 27 domestic oil and gas leases. Under its 
terms each of the lien creditors agreed to release his lien, 
and to forego contractual interest and attorney’s fees, in 
return for a cash payment of 75% from accumulated pro- 
duction and allowance of the 25% balance as an unsecured 
claim. Canadian liens were subsequently settled on similar 
terms. The production payment holders also waived their 
claim to the additional 45% of production. These obliga- 
tions have now been paid in full from the 40% of produc- 
tion. 


To free the oil and gas production from the IRS liens, the 
trustee, after extensive negotiations, secured a partial settle- 
ment covering all items, except the interest equalization 
tax. Under the settlement approved by the court, the 
trustee paid $309,000 to IRS. In addition, he agreed to 
deposit in escrow $1,978,715 to secure the IRS on its 
claim for the interest equalization tax, penalties and 
interest. 


With respect to the properties other than oil and gas, 
trustee’s policy was to sell interests that KRC could not 
reasonably develop because of its limited working capital. 
Whenever possible, the trustee sought to retain an overrid- 
ing or carried interest in the resource properties which 
would give the debtor a substantial potential recovery in 
the event the particular property proved to be successful. 


The most spectacular interest of KRC were the Canadian 
oil and gas exploration permits. These permits, covering 
about 25 million acres in the Arctic Islands, obligated the 
debtor to perform exploratory work involving up to $16 
million in costs. KRC sold fractional interests in this prop- 
erty, subject to contribution for those costs, and had 
entered into a contract with a Canadian subsidiary of the 
Sun Oil Company (“Sunoco”). Sunoco undertook to per- 
form the exploratory work and bear 60% of the cost there- 
of, for which it was to receive a 15% working interest. 
Prior to the Chapter X proceeding, KRC fell in arrears in 
its contributions, and Sunoco sought to forfeit KRC’s 
interest. The Chapter X court enjoined the forfeiture, and 
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an appeal by Sunoco was withdrawn as a result of an 
interim agreement. 








The interim settlement was followed by a general settle- 
ment, dated February 5, 1974, which also included adjust- 
ment of rights between the KRC estate, Global and other 
parties. 6/ The general effect of these settlements was to 
transfer to Sunoco the exploration rights to most of the 
Arctic acreage. The KRC estate received an aggregate of 
$6.5 million in cash and a $4 million “work credit” which 
may be applied over the next 10 years to KRC’s share of 
costs related to working interests which it retained. Half of 
any unused balance is to be paid to KRC at the end of 10 
years. 

























KRC also received a complicated series of fractional inter- 
ests in any production developed in the area. These interests 
vary from area to area and include both overriding royalties 
and carried working interests. Sunoco is to pay KRC’s 

share of costs on the carried interests for five years. The 
royalty interests do not require further payments by 

KRC. The agreements with Global involved conversion of 
the net operating profit interests KRC had retained in its 
original agreements with FOF into royalty interests in the 


Table | 


Before 

settlement a/ 
Working interest $18,536,000 
Net Operating profits interest 15,739,500 
Royalty interest-nonconvertible 4,473,200 


convertible 
Carried interest (M’Clure Strait) 2,253,600 
Cash 


$41,002,300 


After 
settlement 


$ 1,286,600 
10,226,700 
9,452,600 
2,080,900 
5,000,000 a/ 


$28,046,800 


a/ Includes interim settlement, which also involved an additional 


$1.5 million cash to KRC. 


The following Table shows condensed 1971-1974 income 
statements of KRC, as reported by the trustee in 1974. 
Previous reports were revised in that year. It should be 
noted that the large charges to depletion and provision for 
losses in the first two years reflect adjustment of previous 
book values rather than actual transactions in those 
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Canadian Arctic and elsewhere. years. 
The final settlement was evaluated by J.C. Sproule and 
Associates, Ltd., a Canadian consulting firm, 7/ on the 
following basis: 
Table I/ 
- 000 omitted - 
1971 1972 1973 1974 
Revenues: 
Sales of resources and services $ 1,538 $ 3,435 $ 2,158 $ 4,397 
Gas & oil production 6,419 5,289 5,221 8,257 
Other income 331 523 1,130 1,309 
Revenues $ 8,288 $ 9,247 $ 8,509 $13,963 
Expenses: 
Cost of sales $ 1,678 $ 704 $ 451 $ 1,038 
Gas & oil production 1,863 1,565 1,272 1,798 
General and administrative 5,615 2,295 2,149 2,004 
Other expenses 137 97 181 290 
$ 9,293 $ 4,661 $ 4,053 $ 5.130 
Operating revenues $ (1,005) $ 4,586 $ 4,456 $ 8,833 
Depletion, depreciation and amortization (9,494) (9,126) (3,631) (2,779) 
Provision for losses (12,742) (8,152) (1,542) (1,480) 
Interest and debt expenses (5,600) (1,115) ( 791) ( 210) 
Income (loss) from continuing operations 
before income taxes and extraordinary 
items $(28,901) $(13,807) $(_ 1,508) $ 4,364 














The following Table III details the losses and write-offs reflected above: 


























Table I 
Schedule of Provisions for Losses 
- 000 omitted - 
1970 1971 1972 1973 1974 Total 

Receivables, trade $ 1,975 $ 520 $ - $ 306 $ 20 $ 2,821 

non-current 9,093 1,638 10,731 
Non producing properties 11,213 10,584 7,770 1,236 1,460 32,263 : 
Other 382 
Charged to operating 

income $22,281 $12,742 $ 8,152 $ 1,542 $ 1,480 $46,197 
Extraordinary: 

Advance re !.0.S. 7,800 7,900 15,700 

Revaluation of 

investments 5,900 (80) 1,775 (45) 7,550 

Middle East exploration 6,176 6,176 

Computer subsidiaries 888 888 

Other property 1,166 707 1,873 

Tax adjustments-net 








yo ae —— & (420) ___{420) 
$44,211 $21,349 $ 8,072 $ 3,317 $ 1,015 $77,964 


Canadian Arctic settlement 


(8,614) (8,614) 
Insurance settlement (2,500) (2,500) 
Other liability reductions (273) (363) (636) 
Net write-offs $44,211 $21,349 $ 8,072 $ 544 $ (7,962) $66,214 


a $8million of deferred taxes applied to reduce the book value of producing oil and gas properties 
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Ill. Assets and Liabilities 






































ASSETS 


Cash 

Accounts receivable 

Inventories 

Prepayments & other 
Total current 

Non-current receivables 

Investments 

Producing properties 

Undeveloped properties 

Property & equipment 

Other assets 

Net assets held by trustee 
Total assets 


LIABILITIES 


Current liabilities 

Reserve for reorganization costs 
Deferred income 

Minority interest 

Pre-petition liabilities: 


Notes 
Debentures 
Total liabilities 
Common stock & paid-in 
capital 
Retained (deficit) 
Total liabilities & share 
holder equity 


ie 


adjustments. 


gic 
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KRC’s principai assets consist of its United States and 
Canadian producing properties and its properties held for 
development, principally the Arctic Island properties. 
Table IV below presents KRC’s consolidated balance sheet 
at December 31, 1974, as prepared by the trustee's staff 
and a series of adjustments designed to show the effect of 


(1) operations for 1975 forecast by the trustee, (2) various 
accounting adjustments and write-offs, including allowance 
of a $13 million unsecured claim in settlement of a class 


action by KRC public shareholders, and (3) consummation 


of the proposed plan as of December 31, 1975. Assets are 





stated at amortized cost, less write-offs of doubtful items 
effected by the trustee. These assets and the valuation evid- 
ence is discussed later on in this report. 











Accounts payable & accruals c/ 12,762 


Table 1V 
(000s omitted) 
Pian Transactions 
Projected Adjusted Not Transferable to Reorganized 
12-31-74 12-31-75 12-31-75 a/ Cash Securities Reorganized Company Company 
$ 9,496 $ 12,768 $12,822 $ (7,818) $ (2,000) $ 3,004 
2,147 1,430 1,414 - - 1,414 
541 541 403 403 
462 462 461 - 461 
$12,646 $15,201 $15,100 - $ 5,282 
$ 5,922 $ 5,922 $ 5,130 . - $ (5,030) $ 100 
978 828 828 - - $ 828 
22,422 26,883 26,884 - - 26,884 
15,473 15,231 12,454 - 12,454 
876 701 847 - 847 
1,606 1,606 163 - 163 
- - - - 748 748 
$59,923 $ 66,372 $61,406 $ (7,818) $ (6,282) $47,306 
$ 1,116 $ 1,116 $ 862 $ - $ - $ - $ 862 
- - 2,125 (2,125) - : 
1,378 1,098 1,098 - . 1,098 
56 56 56 - - 56 
12,762 25,067b/ (2,672) (20,264) (2,131) - 
33,791 33,775 32,386 (3,021) (25,214) {4.1 51) - 
41,153 41,153 41,153 - (41,153) - " 
90,256 89,620 $102,747 $(7,818) $(86,631) $ (6,282) $ 2,016 
$ 
$19,090 $19,090 19,090 $ $26,200 $ - $45,290 
(49,423) (42,678) (60,431) 60,431 - - 
$59,923 $66,372 $61,406 $ (7,818) $ - $ (6,282) $47,306 


As shown in Table IV above, the principal amount of 
creditor claims to be dealt with by the plan, including pre- 
bankruptcy interest, after crediting cash payments under 
the plan, is $86.6 million. Book liabilities in the amount of 
$6,282,000 are left to be resolved in pending litigation. 


Excluded items totaling $1.9 million are liability accounts 
with former affiliates. Receivables of $5.3 million from 
these affiliates, written down to $1.7 million, are retained 
by the trustee as offsets. The trustee is also denying liability 
on a note for $1,932,000, including prebhankruptcy 
interest, issued in the 1.0.S. control transaction. The other 
reserved claims, all contested, of approximately $2.4 mil- 


Increased $13 million for proposed settlement of class action claims. 
Pre-bankruptcy accrued interest reallocated to notes and debentures. 


Reflects partial liquidation of IRL and payment of its senior debts from the proceeds together with miscellaneous accounting 


lion, involve four other substantial disputed transac- 


tions. 8/ 


To the extent that liability may result from those disputes 


or other pending litigation, total allowed claims would be 
enlarged and additional stock would be issued under the 

terms of the plan. The exposure would not seem to be of 
sufficient magnitude to alter materially the contemplated 


distribution. 


The $86.6 million of allowed claims includes $25.2 mil- 
lion of notes, $7.3 million of other debt, $41.1 million of 
subordinated debentures, domestic and foreign, and $13 











 - 











million under the proposed class action settlement. In view 
of KRC’s insolvency, post-bankruptcy interest is not com- 
puted. But such interest would be allowable to the extent 
that KRC’s assets exceeded the principal liability, so for 
solvency purposes the court has correctly found that 
liabilities, including post-bankruptcy interest, must be 
considered. 9/ 


\V. Summary of Plan 


The plan provides for continuing the debtor’s business 
through the establishment of an essentially debt-free re- 
organized company which would maintain a drilling and 
development program. The trustee has virtually completed 
repayment of all pre-Chapter X petition secured creditors, 
including the production payments and the debtor’s mort- 
gages. The plan provides for the full payment in cash of 

the costs of administration, pre-Chapter X claims for wages 
and taxes, and claims of co-owners and unpaid royalties. 


Unsecured creditors will receive under the plan, as amend- 
ed, 50 shares of stock for each $1,000 of allowed claims, 
except that claimants holding unsecured claims aggregat- 
ing $200 or less will be paid such amount in cash. No 
fractional shares will be issued, but cash will be paid at 

the rate of $16 a share for any fraction of a share. 


The new stock is to be divided into two classes, A and B, 
each with a nominal par value of $1 a share. An equal num- 
ber of Class A and Class B shares are to be issued, approxi- 
mately 2.2 million shares of each class. A total of 3 million 
Class A and 5 million Class B would be authorized, but the 
plan prohibits future issuance of additional Class A shares. 


Class A shares would be entitled to a preference of $20 a 
share over Class B in any liquidation. 10/1t would share 
pari passu in any additional distribution in liquidation 
after Class B shares had received $20 a share. Otherwise, 
Class A shares and Class B shares would be treated as a 
single class with respect to dividends, voting, and other 
shareholder rights. Both classes have pre-emptive rights to 
purchase any additional B shares that may be issued. 


Each unsecured creditor, regardless of class, is initially 
allocated 25 Class A shares and 25 Class B shares. However, 
the indentures under which the subordinated debentures 
were issued provide that “senior debt,”’ defined essentially 
a Obligations incurred for money borrowed, is entitled to 

a preference at the expense of the distributions to which 
the subordinated debenture holders would otherwise be 
entitled. 


This type of subordination creates three groups of un- 
secured creditors. Those creditors who are neither senior 
nor subordinate are unaffected by the subordination pro- 
vision and rank on a parity with both senior and sub- 
ordinated creditors. Consequently, their share of the new 
securities are based on their proportionate interest in the 
total amount of unsecured debt. These creditors would 
receive 25 shares of Class A stock and 25 shares of Class B 
stock for each $1,000 of claim. 


In order to recognize the senior rights claimed by the senior 
creditors vis-a-vis the subordinated creditors, the plan 
modifies the distribution to those two groups only, so as 


to assign 50 shares of Class A stock and no Class B stock 
to senior creditors. It reduces the distribution to sub- 
ordinated creditors by the required number of Class A 
shares and increases the number of Class B shares to sub- 
ordinated creditors by the Class B shares initially allocated 
to the senior. 


The same number of shares is involved, so each creditor 
regardless of class, will receive 50 shares of stock of the 
reorganized company. But senior creditors will receive 50 
Class A shares and no Class B shaves; other creditors, 25 
Class A shares and 25 Class B shares; and subordinated 
creditors will receive principally Class B shares. 


Another adjustment in allocation was made to settle the 
special position of the foreign debenture holders. In addi- 
tion to their claim against KRC, the foreign debenture issue 
has a claim against IRL. 11/ The plan proposes that $1 mil- 
lion of the foreign debenture holders’ total claim be treated 
as unsubordinated, in lieu of their apparent right to share 
in IRL’s assets, so that 25,000 of the Class A shares 
allocated to them are not subject to the reallocation. 


The exact result of these reallocations will depend upon 
the precise amount of claims in each category of allowed 
claims, but based on the approximate balances shown in 
Table IV above, the $25.2 million of senior claims are 
entitled to 1,267,000 class A shares, of which 633,500 are 
deducted from the subordinated debenture allocation of 
1,028,800 Class A shares. Subordinated debentures would 
thus receive about 370,300 Class A shares plus 25,000 for 
the unsubordinated portion of the foreign claim, and 
1,662,350 Class B shares. 


For each $1,000 of claim (including pre-bankruptcy 
interest) the domestic subordinated debenture holders 
would receive about 9.2 shares of Class A and 40.8 shares 
of Class B, and the foreign debenture holders, about 10.25 
shares of Class A and 39.75 shares of Class B. 


Table V 
(000s omitted) 
Claims Class A Class B 
Millions Shares % Shares % 
$25.2 Senior debt 4,267 58.4 
Subordinate 
debentures 
25.5 Domestic 235 108 1,042 48.0 
15.6 Foreign 160 7.4 620 28.6 
$66.3 1662 766 1,662 766 
7.3 Other creditors 182 8.4 182 8.4 
13.0 Class action 325 15.0 325 
settlement 2,169 15.0 325 15.0 
$86.6 100.0 


Under the plan an offer of settlement is to be made to per- 
sons who acquired any stock or debentures issued by KRC 
from any source between March 31, 1967, and February 1, 
1971, and on whose behalf tort claims and/or suits for 
damages for fraud, deceit or any breach of any federal or 
state securities law in connection with the purchase of such 
stock or debentures have been filed. These persons must 
file a proof of claim to receive distribution. Such proof of 
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claim will reflect the amount of loss which is defined as the 
excess of the amounts paid for the purchase of such securi- 
ties over amount(s) realized from such sales or dispositions. 
This class of creditor-investors will have recognized an un- 
secuired claim in the amount of $13 million representing 
325,000 shares of Class A stock and 325,000 shares of 
Class B stock. Distribution will be made pro rata to the 
class in proportion to their proven losses. If aggregate class 
losses were $104 million, 50 shares would be distributed 
for each $8,000 of loss. 


This compromise relates to the proposed offer of settle- 
ment in the Dietrich and the American Employers’ suits, 
conditioned on concurrent settlement of all litigation, in- 
cluding the claims in the reorganization proceeding. The 
notice of the proposed settlement and proof of claim form 
to be sent to all provisional class members is being coordin- 
ated with the procedures in the other suits. Approval of 
the plan is not a condition of the settlement, but the settle- 
ment is a condition of the plan. This proposed settlement 
is subject to certain contingencies, including court approv- 
als of the settlement after appropriate notice and hearing. 


Owners of stock in KRC will not participate as stockhold- 
ers. KRC is insolvent, and, accordingly, the stock is with- 
out value. 


The name of the reorganized company is to be ENRECO, 
an acronym for Energy Resources Co. It is to be managed 
by a board of five directors. The initial board will be des- 
ignated by the court and serve until the first annual meet- 
ing of shareholders, not later than 12 months from con- 
summation. Subsequent directors will be elected in the 
normal manner by the new shareholders by cumulative 
voting. 


V. Valuation 


Chapter X requires that, to be approved and confirmed by 
the Court, the plan of reorganization must be “fair and 
equitable” (Sections 174 and 221(2) ). A finding of fair- 
ness involves a determination of the value of the debtor's 
assets. As the Supreme Court has said, this requires “‘a 
prediction as to what will occur in the future, an estimate, 
as distinguished from mathematical certitude, is all that 
can be made. But that estimate must be based on an in- 
formed judgment which embraces all facts relevant to 
future earning capacity and hence to present worth, includ- 
ing, of course, the nature and condition of the properties, 
the past earnings record, and all circumstances which 
indicate whether or not that record is a reliable criterion of 
future performance.” 12/ 


In reorganization proceedings invoiving established in- 
dustrial or commercial enterprises involving the manufcc- 
ture of specific products or providing particular services, 
reasonable foreseeable earnings are capitalized at an 
appropriate rate which reflects the business risk of the 
enterprise. In this case, the Debtor is engaged in the pro- 
duction and sale of oil and natural gas, and has undeveloped 
oil and gas, and mineral interests, some of which are highly 
speculative. This is not to say the Debtor will be a high 

risk enterprise. KRC has sought to reduce this risk through 
farmouts of the exploration and development work to 
other companies, offering them an equity or participating 
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interest. Likewise, in other sales and settlements KRC has 
sought to retain a royalty or carried interest. In this man- 
ner, the creditors of KRC retain a significant interest in 
the Debtor’s unproven prospects, such as the Arctic per- 
mits. Thus, in a sense, the original character of the com- 
pany, namely a risk-oriented resource enterprise, is being 
preserved through retention of such assets. 


In general, KRC as a resource company is dependent for 
its revenues, except for certain cash reserves and miscel- 
laneous assets, upon wasting assets. An appropriate method 
of valuing such assets involves the discounting of net cash 
receipts to present value. 13/ This method of valuation 
recognizes that the net cash receipts for any year may con- 
sist of both current earnings and a return of capital through 
which the investment is reduced from year to year. By 
reducing total cash flow to present value, at an appropriate 
discount rate, this method provides both for return of 
capital and the chosen rate of income on that capital. 


A. Valuation Evidence as to Properties 
1. U.S. And Canadian Producing Properties 


Raymond F. Kravis and Associates, Inc., petroleum con- 
sultants, valued KRC’s producing oil and gas interests as of 
December 1, 1973, the date the valuation hearings com- 
menced. 14/ The values for the U.S. properties were ad- 
justed in 1974 to increase crude oil prices to $7.50 per 
barrel, and were escalated $0.50 per barrel to a maximum 
of $9.00 per barrel beginning July 1, 1977. The prices for 
Canada production were increased $1.20 per barrel in 
1974, and $0.20 per barrel each for the next six years. Gas 
prices used reflected escalation clauses under the various 
gas contracts. 


The future net revenue was obtained by multiplying the 
estimated future expenses, including production taxes, 
transportation charges, direct lease and ad valorem taxes, 
workover and compression, and development and equip- 
ment expenditures. General and administrative expenses 
are not provided for in the above computations of future 
net revenue, but are appropriately included in the income 
and expense projections for the reorganized company as a 
whole. 


As of December 31, 1974, KRC’s principal oil and gas 
properties in the United States and Canada may be sum- 
marized as follows: 


Table VI 
Producing Acreage* 
Gross Net 

Rane as SUS SRR Se FOL OIS 7,669 4,365 
Lee S 6720's eR OC WE SGA 3,471 1,079 
Cee Sok. ee es a es 2,622 269 
Meee 2.5. 8304 Va LU Raeeeod, 960 110 
Rt 65s a oR eG 640 400 
Mort eee. oak SORA ee 15,440 357 
CE. 6 Ss 6 oe > die dla hee wie 89,840 13,475 
MR cans 50k tee eee ae ee 14,297 4,432 
(RR ee ee 720 79 
rt serene emery ee 716 199 
Mee. id OS on SURO cael 35,154 4,163 
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Producing Acreage* 


Gross Net 
ete aie a WES WS Od w OER SS &@ 560 280 
eee eS ee 3,380 1,080 
ltt oicicaewier saw is be cate os 740 240 


* Gross acreage is all acreage in which KRC has an interest. The 
net acreage reflects KRC’s proportionate interest in the acreage 


In addition, KRC has an overriding royalty varying from 
2% to 9% on nonproducing acreage totaling 194,000 acres 
in Alberta, Canada. 


The Kravis valuation may be summarized as set forth in 
Table VII below: 


Table Vil 
U.S. Canada 
Future net reserves proven: 
Crude oil (barrels) 1,968,009 900,971 
Condensate (barrels) 542,081 


Natural and/or Casinghead gas (MCF)99,638,609 40,026,195 
Future net revenue: 
(Before production payments 


or mortgages) $37,112,726 $14,646,798 
Discounted at 12% 

(Compounded monthly) $22,122,746 $ 6,237,475 
Probable net reserves 294,110 


$22,416,856 $ 6,237,475 
Probable net reserves: * 


Crude oil (barrels) 101,528 
Condensate (barrels) 2,285 
Natural and/or Casinghead gas (MCF) 1,066,595 
Future net revenue $ 1,115,705 
Discounted at 12% 588,220 
One-half of discounted value $ 294,110 


* Properties in Wyoming and Texas, on the basis of exploration 
activity, were reclassified from undeveloped properties. 


Adjusting for the prepaid gas, Kravis values the producing 
properties at about $30 million as compared to balance 
sheet cost of about $27 million. The price assumptions, as 
stated above, seem consistent with current pricing prac- 
tices. The unusual uncertainties as to future developments 
in the energy market are not readily susceptible of dollar 
valuation, but the Kravis valuation is a suitable start for 
considering the merits of the plan. 


2. The Arctic Island Properties 


To value KRC’s substantial interests in some 600 explora- 
tion permits in the Canadian Arctic, largely within the 
Sverdup Basin, the trustee engaged the consulting firm of 
J.C. Sproule and Associates, Ltd. 


Most of the KRC holdings are offshore (up to 90%), 
although there are substantial onshore acres on Longheed, 
Bathurst, Graham, Axel Heiberg and Northwestern Mel- 
ville Islands. Many of the offshore permits contain small 
islands or at least a toehold on shore. 


Published information on reserves discovered in the Arctic 


is scarce. The Sproule representative states that there have 
been a number of completed gas wells. At the time of their 
testimony only three wells had shown indications of oil. 
However, there were too few wells drilled to eliminate 
geologic uncertainty as to the oil and gas reserves in the 
areas in which KRC has an interest. 


Because of the speculative nature of these interests, the 
Sproule valuation relied upon a number of assumptions and 
formulations. 15/ The Sproule firm constructed 18 repre- 
sentative detailed studies, including eight on land and ten 
offshore, in order to compute the average monetary ex- 
pectations from potential oil and gas recovery after deduct- 
ing the estimated costs of drilling, putting in gas processing 
facilities and installing the tie-in pipeline, as well as the 
costs of getting the gas to the market on the East Coast of 
the United States. Sproule had more detailed knowledge of 
geology of the onshore property than offshore areas, but 
extrapolated from one to the other. These 18 studies in- 
volve analysis of the geological anomalies of the area as a 
basis for estimating possible reserves. These samples were 
applied according to geological formation to KRC’s interests 
in the Arctic. 


Generally, this approach employed by Sproule may be re- 
ferred to as an expected monetary value technique. 16/ 
This technique is appropriate where there is a wide range 
of possible net cash flows and where selection of the 
central value as the most probable estimate of future flows 
is not valid. A probability diagram was constructed with 
values representing the various outcomes and a probability 
was assigned to each such outcome. These probabilities 
were multiplied by the value of each possible event (i.e., 
one or more drillable prospects or no prospects) and 
totaled. The net cash flows were reduced to present value, 
applying an 8% annual rate, in the conventional manner. 
No risk factor was applied because, in Sproule’s opinion, 
all risks had been allowed for in the parameters of the 
probability study. 


The value arrived at by Sproule has been stated in Table | 
above. Eliminating the cash payment received by the 
trustee, the interests retained in the settlement were valued 
at $23 million. 


Sproule’s valuation did not include a fractional interest 
therein assigned in 1969 to Consolidated Oil & Gas Com- 
pany. Among the receivables temporarily excluded from 
the reorganized company’s assets pending completion of 
litigation is a $6,340,263 account receivable from Con- 
solidated, representing the unpaid portion of the contract 
price for such interests. In pending litigation, Consolidated 
seeks, in the alternative, $26 million in damages for breach 
of contract, or refund of $1.6 million paid on the con- 
tract. 17/ The trustee seeks to either reject the contract 
and regain title to the interests, or payment of the contract 
price. The interests involved would be valued, under the 
Sproule formula at $3,852,400, and the receivable has been 
written down, for balance sheet purposes, to $3.3 million. 


The Consolidated portion of the Arctic interests will prob- 
ably return to reorganized KRC, since Consolidated also is 
attempting to rescind the assignment. We, accordingly, 
treat these interests as an addition to the Canadian Arctic 
holdings. 
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3 Other Undeveloped Properties 


The data shown in Table VI! summarizes the testimony as 
to undeveloped mineral interests valued at $8.4 million. 
Generally the basis for valuing these properties was com- 





parable sales data, together with geologic studies.. 


Table Vil 


Location 
(property names) 


Kansas 
(Fredonia, Waterfiood) 
Oklahoma 
(various) 
Louisiana 
(Gillis English, Bayou & 
Parker Lane) 
Mississippi 
(various) 
Alabama 
(Uriah) 
Texas 
(various) 
Montana 
(Williston Basin, N.W. 
Brorson) 
Colorado 
(various) 
Utah 
(Antelope and Indian) 
New Mexico 
(Arkansas Junction, 
Lakewood & Huapache) 
Alaska 
(Briston Bay & Cook 
Inlet) 
Total domestic Oil & Gas 


Canadian undeveloped 


acreage 
St. Lucia (S. Africa) 
Strathcona concession 
(Baffin Island, Artic) 


Oteiunds (NE Quebec, 
Outer Northern area of 
Hudson Bay 

Haib Prospect (SW Africa) 
& another prospect 
(Turkey) 

North Sea interest - 5% 
remaining interest 
Block L-14 
Total undeveloped 


* Owned by IRL. As discussed below, the trustee now proposes 


KRC ACREAGE 
Gross Net 
920 196 
20,913 8,995 
304 304 
3,318 1,514 
760 669 
36,276 16,530 
22,004 8,510 
291,761 123,312 
122,166 61,083 
177,091 175,628 
318,140 43,825 
993,653 440,566 
oil & gas 
titanium 
zinc, lead, cop- 


per & silver miner- 
alia 


iron 


oil & gas 


to substantially reduce these values. 


4. The Maine Port Terminal 


The property known as the Maine Port Terminal (‘“Termin- 
al’) is located about 8 miles from Portland, Maine. It con- 
sists of about 587 acres, of which 30 are taken up by the 
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Estimated 
Value 


$ 2,000 
372,317 


7,608 


43,504 
15,327 


597,220 


118,637 
800,593 


458,000 


1,389,418 


157,275 
3,961,899 


$273,959 
2,000,000* 


600,000 


300,000 


900,000* 


375,000 


$8,410,858 





terminal, 18/ representing eight 58,000 capacity barrel 
tanks. KRC had begun to rebuild the docks at the ter- 
minal, 19/ but this was objected to by various environ- 
mental agencies, as well as local residents in various city 
and state governmental bodies, all of whom expressed con- 
cern for the area’s ecology. The terminal was valued by an 
expert witness for the Trustee at $2,436,000 on the basis 
of its depreciated physical value and about $1 million 
based on a capitalization of earnings approach, using its 
present storage rental value less costs of operation. The 
resulting net income was capitalized at a rate between 
seven and eight times earnings. Material on site, piling and 
other dock building material, valued at $144,000, would 
represent under this latter approach additional value for the 
terminal. The real estate, other than the terminal acreage, 
was also separately appraised at $1,286,200 or $1,700 per 
acre. This value assumed that the land would be converted 
to residential use, given as the highest and best “legal” use. 







Under the prebankruptcy trade creditors plan, KRC pledged 
its interest in this property and the $8 million 1.0.S. note, 
subject to the claim of another pledgee. 250,000 shares of 
stock of Precision Instruments Company 20/ are pledged 
to another creditor. 


The court has valued the terminal at $3 million and the 
stock at $250,000, but has not yet valued the !.0.S. note. 
The plan requires the trustee, within 30 days after con- 
firmation to either deliver the collateral to the creditors 
secured, 21/ to be credited against their claims at the viaue 
fixed by the court, or to pay the same amount in cash and 
transfer the assets to the reorganized company. Table IV 
assumed, for simplicity, that the assets would be kept and 
that cash would be paid, including $100,000 at which the 
trustee values the !.0.S. note. But it is not necessary to 
determine which option the trustee will select, since the 
claims will be reduced by the same amount under either 
choice and, if the assets are surrendered, an equal amount 
of cash will take their place. 





In addition to the Precision stock, KRC has shares in four 
other companies, which had a market value of $135,219 
at December 31, 1974, and are carried at $196,000. It also 
owns an interest valued at $952,000 in a company with an 
industrial park in Cartegena, Mexico. 


5. Summary of Investments 


The book value of the assets of KRC, excluding its current 
assets and office building and equipment, are stated on the 
projected December 31, 1975, balance sheet (Table IV 
supra) at $45.6 million. The valuation testimony would 
indicate values for these assets of about the amounts 
shown in Table IX: 









Table 1X 
In millions Valuation 
testimony 
Producing oil and gas properties $30.0 
Canadian Arctic (including Consolidated) 26.9 
Other undeveloped properties 8.4 
Maine terminal and land at collateral value 3.0 
Mexican investment 1.0 
Miscellaneous stocks 0.4 
Total $69.7 
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The valuation testimony would thus indicate a value of 
about $24.1 million in excess of book value. This excess is 
represented essentially by potential profits in properties as 
yet undeveloped. 


Two further adjustments are required. The Trustee has 
revised downward his present evaluation of the properties 
owned by IRL. After the expected surrender of the Cape 
Morgan property to the mortgagee, IRL would own 51% 
of New Wellington of Africa (Pty), Ltd., which holds the 
Haib copper prospect, a minority interest in Canadian 
South African Diamond Company, the Santa Lucia pros- 
pect, also in South Africa and an oil prospect in the Re- 
public of Turkey. As itemized in Table VIII above, those 
interests were appraised at the hearing at $2.9 million plus 
$150,000 for the diamond prospect stock. At the time of 
the hearing, two major mining companies had taken 
options and were conducting exploration on the Haib and 
St. Lucia prospects, and drilling in Turkey was under way. 
Asale of the diamond prospect was under negotiation. 
Based on later developments, the trustee proposes to write- 
off most of these estimates, although he considers them to 
have sufficient speculative interest to make their retention 
by the reorganized company desirable. 


The record is incomplete as to the value of these interests, 
but they are speculative and a substantial reduction is 
called for. 


We also added back the deduction made by Kravis in valu- 
ing the producing oil and gas properties for advance pay- 
ments on gas sale contracts, because such advance pay- 
ments are a liability. It is not discharged by the plan, 
however, so must be deducted in determining the equity 
for the new stock. 


Giving effect to these adjustments, the $42.8 million in 
property investments, excluding the Canadian Arctic 


properties, would reduce to about $39 million. To this 
must be added liquid funds in excess of working capital 
requirements. 


B. Trustee’s Operating and Income Forecasts 


The trustee presented forecasts, for the years 1975-79, of 
expected income and cash flow from the reorganized com- 
pany‘s continued business. No income from the Canadian 
Arctic was assumed in this period. New investment in 
KRC’s Canadian working interests, in the amount of 

$6 million, was assumed from 1977-79. 


Revenues after direct operating costs were taken from the 
Kravis engineering reports, as were the required capital ex- 
penditures for existing reserves. During the five year period, 
1975-1979, the trustee has projected that $1.1 million 
would also be expended on currently owned undeveloped 
lands, or on deepening, re-work, and secondary recovery 
projects associated with existing wells. He considered such 
investments fairly low risk. 


He assumed acquisition and development of new reserves to 
replace the depletion of existing reserves, at a cost of 

$23 million during the five-year period, and that such new 
reserves would produce cash flow of 11% in the first year, 
33% per annum in the next three years, and decline at the 


rate of 10% per annum thereafter. 


Table X below summarizes the Trustee’s forecasts, ex- 
cept that we have excluded for fuller consideration, his 
assumption as to the return to be earned from temporary 
investment of liquid assets. 


Table X 
(000s omitted) 
Oil & Gas Operations 1975 
Sales, less direct costs: 
Existing reserves $ 6,514 
New reserves 1,127 
Net revenues $ 7,641 
Depreciation & depletion (3,977) 
Operating income a/ $ 3,664 
Rental - Maine Terminal 335 
General & administrative expenses b/ (1,834) 
Net income before taxes c/ $ 2,165 
Cash Flow: 
Net income - supra $ 2,165 
Depreciation & depletion b/ 4,028 
Cash provided $ 6,193 
Capital Budget: 
Existing reserves $ 239 
New reserves 3,500 
Delay rentals 400 
Artic permits - 
Other mining properties 100 
Cash applied $ 4,239 
Net cash from operations $ 1,954 


1976 


$ 5,795 
2,392 

$ 8,187 
(3,973) 
$ 4,214 
362 
(1,976) 
$ 2,600 


$ 2,600 
4,024 
$ 6,624 


$ 706 
4,500 
400 
100 

$ 5,706 
$ 918 


1977 


$ 5,183 
3,932 
$ 9,115 
(4,110) 
$ 5,005 
391 
(2,130) 
$ 3,266 


$ 3,266 
4,161 
$ 7,427 


5.2 
5,000 
400 
1,000 
100 

$ 6,517 
$ 910 


1978 1979 


$4492 $ 4,098 
5,514 6,992 
$10,006 $11,090 
(4,302) (4,608) 
$ 5,704 $ 6,482 
422 456 
(2,290) (2,476) 
$ 3,836 $ 4,462 


$ 3,830 $ 4,462 
4,353 4,659 
$ 8,189 $ 9,121 


$ 97 $ 3 
5,000 5,000 


400 400 
2,000 3,000 
100 100 


$ 7,597 $ 8,803 
$ 592 $ 318 


a/ We have ignored the trustee’s allocation of overhead among departments to simplify the schedule and show the total as a single item. 
b/ Including $51,000 I depreciation on office building and equipment. 





c/ And before other income on liquid assets. 
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In computing liquid funds, the trustee assumed a reduction 
of accounts receivable from $1.9 million to $800,000, free- 
ing over $1 million. Since growth, rather than curtailment, 
of the existing operations is contemplated, 22/this assump- 
tion is not fully supported by the record. He also includes 
the $2 million escrow fund held pending resolution of the 
interest equalization tax claim, with an implicit assumption 
that no liability would be allowed. Consequently, this 
assumption that the reorganized company would have $6.5 
million of liquid funds, in addition to working capital, 
seems optimistic. 


Based on that starting point, he assumed that the invest- 
ments and certain other properties would be liquidated for 
$3,153,000 in cash, and that the cash surplus shown in our 
table above would be added to liquid funds. The trustee 
further assumed that a net return of 10% per annum would 
be realized on all liquid funds and added to the balance for 
reinvestment. A substantial compounding is involved, 
which increased the annual income and cash flow, shown in 
the table above by amounts growing from $746,000 in 
1975 to $1,824,000 in 1979 and developed an aggregate 
reserve of $20 million at the end of 1979. 


The 10% compounded rate for temporary cash investments 
cannot be safely used as a continuing long-range forecast, 
and the other assumptions seem to be optimistic. There 
would be a substantial amount of liquid funds available to 
the reorganized company, depending on the outcome of 
the tax litigation and on actual results of the liquidation of 
the miscellaneous investments. 


Realistically, these funds, which are not exceptionally 
large for an oil company of KRC’s size and intended activi- 
ties, would really represent a resource whose actual mag- 
nitude will depend on the needs and opportunities arising 
in KRC’s search for new reserves. If such activities are en- 
larged and successful, additional operating income would 
replace the interest on temporary investments. We agree 
that the totals shown in Table X above are probably low. 
It is not possible to estimate the amount by which they 
should be increased, but the additional income potential 
justifies a liberal evaluation of the more readily comput- 
able return. Similarly, there is no increase reflected in the 
initial period for KRC’s substantial holdings in the Canadian 
Arctic, because production lies well in the future. 


C. Conclusions As To Value 


It is convenient, for evaluation purposes, to deal first with 
KRC’s existing operating business. As shown supra, the sum 
of a property-by-property valuation (based primarily on 
forecast earnings of each property) of KRC’s investment 
assets, was $39 million, excluding the Canadian Arctic 
interests. To this should be added liquid assets in excess of 
required working capital. 23/ 


The Trustee’s estimate of $6.5 million excess cash reduces 
to $5.7 million when account is taken of the need for 
$800,000 of additional working capital in the Trustee’s 
short range forecast, and the availability of $2 million ot 
the $5.7 million depends on resolution of the interest 
equalization tax claim. We note that several other sub- 
stantial litigation matters have also not been expressly 
allowed for. Without speculating on the outcome of each 
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controversy, the $2 million seems an appropriate reserve 
for litigating contingencies. We will add $3.7 million of 
excess cash to the $39 million of investments, excluding 
the Canadian Arctic properties. 


The Trustee is also of the opinion that the reorganized 
company is entitled to a tax loss carryover of about $30 
million, of which $23.8 million will expire in 1975 and 
1976. Due to its income level, the reorganized company 
would not benefit from the first two years of carryovers, 
but is expected to generate additional carryover losses in 
that period. 


Oil and gas companies have been the beneficiaries of sev- 
eral special income tax provisions which were extensively 
revised by legislation subsequent to the closing of the 
valuation record. The trustee has indicated that he is un- 
certain as to the effect of these changes but believes the 
tax loss carryover will largely shelter KRC from the ad- 
verse effects of the changes in the depletion deduction dur- 
ing the period of his forecast. We assign no additional value 
to the tax loss under these circumstances. The record sup- 
ports a value of about $42.7 million for KRC exclusive of 
the Canadian Arctic interests. 


Eliminating, for the reasons discussed above, both pos- 
sible income from temporary cash investments and the 
projected liquid funds, the trustee’s forecast of net income 
from operations reflects an average pre-tax return of about 
9% on this portion of the business in the 1976-1979 period 
examined. The trustee’s forecast, unlike the property-by- 
property valuation, assumes reinvestment of the proceeds 
of depleting natural resources. This assumption makes 
KRC a continuing business. A multiplier of 11 times pre- 
tax earnings is required to equate its going concern value 
to the $39 million value assigned property-by-property. 
Such a multiplier does not seem unreasonable. 


To this value of $42.7 million, including liquid funds, must 
be added a value assigned to the Canadian Arctic rights. 

As discussed above, those rights, including the Consolidated 
Oil and Gas Company portion, were assigned a present 
value of $26.9 million. We are satisfied that the conclusions 
reached by Sproule reflect a reasonable analysis of present- 
ly available information and may be accepted as the best 
evidence of the present value of these rights. 


Such an appraisal necessarily differs in kind from the 
values derived by standard techniques in dealing with 
proven reserves. The degree to which actual results may 
differ from present expectations is much broader in such 
a study than under a conventional appraisal. But the 
Sproule analysis gave full weight to the contingencies 
involved. 


Reorganization cannot wait for future developments. Ex- 
pert witnesses have given well founded judgments as of 
now. Accordingly we conclude that $69.6 million, the sum 
of $42.7 million derived above and the $26.9 million for 
the Arctic interests, is acceptable for purposes of evaluating 
the plan. It is also consistent with the Court’s tentative 
findings of value ranging between $60 million and $80 
million. 


IV. Fairness, Feasibility and Other Matters 
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Chapter X plans of reorganization must be “fair and equit- 
able and feasible.” 24/ A finding of fairness incorporates 
the absolute priority doctrine under which the Supreme 
Court requires “‘that each security holder in the order of 
his priority receives from that which is available for the 
satisfaction of his claim the equitable equivaient of the 
rights surrendered.” 25/ This means thet senior claimants 
must be compensated in full before junior creditors or 
stockholders can participate. This standard also provides 
that shareholders may participate only if there is an equity 
remaining after satisfaction of all creditors’ claims, 26/ 

but does not require that creditors be paid in cash. 27/ 
Where one group of creditors is contractually subordinate 
to another, the general rule is that the subordination agree- 
ments are enforced according to their terms in reorganiza- 
tion proceedings. 28/ An agreement to subordinate is a 
departure from the principle of equality of treatment of 
creditors and is strictly construed. 29/Under appropriate 
facts, the subordination agreements are subject to modifica- 
tion on equitable grounds. 30/ 


Where a plan proposes to compromise certain claims, the 
compromise must be both fair and equitable. 31/ The 
Supreme Court held that the bankruptcy court must 
scrutinize the merits of the compromise and apply its 
“informed independent judgment.” This requires that the 
court be apprised of 


“all facts necessary for an intelligent and objective opinion 
of the probabilities of ultimate success should the claim be 
litigated. Further, the judge should form an educated 
estimate of the complexity, expense, and likely duration 

of such litigation, the possible difficulties of collecting on 
any judgment which might be obtained, and all other 
factors relevant to a full and fair assessment of the wisdom 
of the proposed companies. Basic to this process in every 
instance, of course, is the need to compare the terms of the 
compromise with the likely rewards of litigation.” 32/ 


Before approving or confirming a plan under Chapter X, 
the court aiso must find that the plan is “feasible” (Sec- 
tions 174 and 221(2) ). Feasibility requires, among other 
things, sufficient cash to meet payments under the plan; 
adequate working capital; a sound capital structure; and 
prospective earnings sufficient to service the financial 
obligations of the reorganized company. The plan clearly 
meets feasibility requirements if the proposed class action 
settlement becomes final. 


The plan, as amended, provides for full payment in cash of 
all priority claims. Secured obligations will be assumed to 
the extent of the collateral, with the balance allowed as an 
unsecured claim. As described above, the Maine Terminal, 
1.0.S. note, and Precision Instruments stock will either be 
surrendered to the pledgees, or redeemed in cash at their 
value, found by the Court pursuant to Section 197 of the 
Act. The portion of such secured claims in excess of this 
value of the collateral will be treated as an unsecured claim. 


All other secured claims, where the collateral is not sur- 
rendered, will be assumed with cash payments made on any 
delinquent principal and interest obligations. 


The plan assumes that the debtor is insolvent and that, 
therefore, shareholders, as such, are not entitled to any 





Participation in the reorganized company. Comparing the 
value of $69,6 million to the estimated total liabilities of 
KRC of approximately $100 million to $125 million, 
including post bankruptcy interest, 33/the debtor is clearly 
insolvent by at least $30 million. Thus, the trustee’s plan 

is fair in excluding stockholders since it is unrealistic to 
envision an increase in asset value, even with increased oil 
prices, that would eliminate the wide gap between asset 
value and the amount of liabilities. 


A. The Class Action Settlement 


A comprehensive settlement has been proposed in four 
cases, involving KRC, The Dietrich Corporation, et al. v. 
King Resources Company, et al., Civil No. C-3424 
(“Dietrich”), Gross, et al., v. Blyth & Co., inc., et al., Civil 
No. C-3979 (“Gross”), Morell, et al., v. John M. King, et al., 
Civil No. C-3908 (““American Employers”’), and /n the 
Matter of King Resources Company, Debtor (in Proceeding 
for the Reorganization of a Corporation, No. 71-B-2921). 
The Dietrich, Gross and Morell cases involve claims for 
damages for alleged violations of the Federal securities law 
and state law 34/in connection with purchases of KRC com- 
mon stock and 5-1/2% convertible subordinated deben- 
tures. 


The American Employers’ case is an action alleging fraud 

in the application for such policies by American Em- 
ployers’ against KRC and certain of its officers and directors 
individually and as representatives of a defendant's class 
consisting of the entire group of covered directors and 
officers (and others) who might claim the benefit of the 
so-called Directors and Officers Insurance Policy issued by 
American Employers’ to KRC and its directors and 

officers. 


The class action court in the Dietrich case determined 
November 22, 1972, that the rescission action is properly 
maintainable as a class action pursuant to Rule 23(b)(1) 
and (2) of the Federal Rules of Civil Procedure. 


The Dietrich plaintiffs filed a $300 million tort claim 
against KRC in the reorganization proceeding, paralleling 
the claims made in the securities cases. In turn, certain of 
the defendants in these securities cases, including former 
officers and directors of KRC, have filed contingent claims 
against KRC asserting that KRC and its insuror, American 
Employers’, is responsible for all or part of any liability 
they may have in the securities cases. These indemnity- 
contribution contingent claims amounted to some $3.28 
billion. 


The settlement, as embodied in the plan, as amended, 
recognizes an unsecured claim of $13 million on behalf of 
the class of creditor-investors, defined in the plan as any 
person, firm, or entity acquiring for value from any source 
between March 31, 1967, and February 1, 1971, any 
stock.or debentures issued by the debtor, on whose behalf 
a claim or suit has been filed. American Employers’ would, 
under the terms of the settlement, contribute $3.3 million 
toward a total aggregate proposed contribution of $4.05 
million. Not less than $2.9 million would be turned over to 
KRC’s general funds. 35/Not more than $750,000 from 
the settlement would be available for legal fees and dis- 
bursements, as may be allowed by the class action court. A 


SEC DOCKET/627 














fund not to exceed $400,000 would also be provided for 
fees and disbursements for defendant attorneys. The settle- 
ment is subject to approval by the reorganization court and 
the other courts in which the actions are pending. 


The plan assumes that settlement of this comptex group of 
lawsuits, claims and cross-claims, will be effected and the 
suits dismissed. The huge asserted liabilities would, accord- 
ingly, be obviated. 


In the settlement of this complex litigation, KRC is both a 
plaintiff and a defendant. It was the instrumentality 
through which the alleged wrongdoing was effected and 
through whose securities the investor plaintiffs suffered 
their losses. If it were not insolvent, it would have con- 
tinued as a major defendant in the class suits and would 
have been subject to any judgment recovered. KRC’s status 
as a Chapter X debtor does not render it immune from 
such claims, although it had the procedural effect of stay- 
ing the continuation of the class actions as to it and sub- 
stituting allowance of the claims in the reorganization 
court. 


KRC, as a corporate entity, would also be a victim itself of 
many of the alleged wrongs which form the basis of the 
investor plaintiff claims. As such, the trustee has asserted 
rights to recovery on its behalf against its codefendants in 
the class suits. A maze of secondary contribution and in- 
demnity claims among the various defendants would result 
from any primary recovery. Here again, similar complica- 
tions would have existed in this kind of litigation even if 
KRC were not in Chapter X. 


It is proposed, as is not uncommon in these cases either 
within or outside the bankruptcy court, to settle these law- 
suits by a partial recognition of the claims asserted. Each 
of the defendants, including KRC, is making a negotiated 
contribution to the settlement fund. KRC’s contribution 
as defendant, is to be paid like other claims in the form of 
stock of the reorganized company. Its contribution is really 
15% of the equity of the new company and would repre- 
sent $10.4 million of the value used herein. KRC as plain- 
tiff recovers $3 million in cash from its codefendants from 
which it provides $100,000 towards the litigation costs. 
These amounts were agreed on by negotiation among the 
litigating parties. 


The settlement proposed is thus a normal method of 
terminating such disputes and is the kind of settlement 
contemplated by Chapter X. The court may find such 
settlement fair and equitable. It is intended that the neces- 
sary record as to fairness of the settlement to all parties 
will be developed in the class action court. We understand 
this hearing is to be set in November. We agree that this is 
an appropriate procedure if the record there is properly 
included in the record in this proceeding. Duplicate hear- 
ings on the same issues among the same parties should be 
avoided. However, until the record is so completed, no 
final determination of the fairness of the settlement can be 
made. 
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Consideration should be given to combination of the 
necessary mailings in the class action proceedings with the 
plan procedure under Section 175 of Chapter X. It in- 
volves a substantial saving in expense and avoids the con- 
fusion of the investors by receipt of separate solicitations 
dealing largely with the same subject. 


The fairness standard under Chapter X does not preclude 
approval of the plan if the court is satisfied that the present 
record on the settlement in this court is adequate to find 
prmia facie that the settlement is fair. Solicitation of 
acceptances and consideration by the class action court 
will then occur. Further consideration of the settlement 
can be made by this court, at the hearing on confirmation, 
in light of the full record developed by the class action 
court and supplementary information, if any, that may be 
developed in the Chapter X proceeding. 


B. Foreign Debenture Holders and IRL 


The $15 million of debentures issued by King Resources 
Capital Corporation, N.V. (“NV”), were guaranteed ona 
subordinated basis by KRC and are properly claims against 
the KRC estate, ranking with KRC’s $24.3 million of 
domestic subordinated debentures. But the foreign de- 
bentures have an additional claim which the plan con- 
siders. They are direct unsubordinated creditors of the 
issuer, NV. Although NV has no assets in its possession, it 
is the principal creditor of IRL, the other debtor being 
reorganized under the plan. 


The record indicates that all the $18 million raised by NV, 
including $3 million which KRC invested in its common 
stock, 36/was immediately loaned to KRC and its sub- 
sidiaries. Without tracing each step of the loan transactions, 
about $10 million plus accrued interest is owed NV by IRL 
directly and IRL owes $6 million pius interest to KRC 
which in turn owes NV the other $8 million. We do not 
believe that in intercompany transactions of this character 
the casting of part of the funds drawn from NV in the 
form of a two-step loan transaction is controlling, and re- 
gard the foreign debenture holders, as equitably the para- 
mount intercompany creditors of IRL. 


Table XI below shows the consolidated balance sheets of 
IRL and its subsidiaries, as prepared by the trustee. These 
assets and liabilities are included in KRC’s consolidated 
balance sheet (Table IV above). 
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Table XI 


(000s omitted) 


INTERNATIONAL RESOURCES, LTD. 


Consolidated Balance Sheets 
Years Ended December 31, 
Adjustment 
30% 
Trade Surrender Pro Forma 
1971 1974 Other e/ Settlement Cape Morgan Write-off 12-31-65 
Cash $ 78 $ 746 ee 2 $ (124) $( 1) $ 
. $ 622 
Accounts receivable 202 68 ( 14) . ( 2) - 52 
Inventory & prepayments 341 117 (113) - ( 1) - 3 
Equipment - net 135 55 ( 48) - - - 7 
Investment a/ 671 150 : - - (150) 
Mining interests 11,654 3,140 - - (2,277) (500) 363 
Deferrals 91 89 (2 - ( 9) - 77 
Assets at book value $13,172 $ 4,365 $(177) $ (124) $ (2,290) $ (650) $ 1,124 
Trustee's obligations $ - $ 262 $ - $( 47) $( 194) $ 
- 11 
Trade payables 756 342 : (342) - - . - 
Notes payable b/ 4,221 1,389 - ( 10) (1,379) - - 
Leon Levy contract c/ 457 457 - - - - 457 
Misc. deferrals - 10 - - - - 10 
Minority interest 222 231 - - - - 231 
$ 5,656 $ 2,691 - $ (399) $ (1,573) - 7 
Due KRCC, NV 10,703 10,804 - - - - .* sins 
Due KRC 5,638 6,088 - - - - 6,088 
Liabilities $21,997 $19,583 - - - - 
Capital stock d/ - - - - - - ” aw 
Earned deficit (8,825) (15,218) (177) 275 ( 717) (650) (16,477) 
$13,172 $ 4,365 $(177) $(124) $(2,290) $(650) $ 1,124 
al 150,000 shs Canadian South African Diamond Corp., Ltd. 
b/ Secured notes to Bank of America (paid in 1974) and Credit Swiss, (securied by Cape Morgan property). 
c/ Being contested by trustee. 
d/ 100 pounds sterling owned by KRC. 
e/ Net difference not fully identified in record. 


Following the proposed surrender of the Cape Morgan 
property to the secured creditor, IRL will own the St. 
Lucia prospect in South Africa, certain rights in an oil and 
gas concession in Turkey, a 51% interest in the HAIB 
prospect in South Africa and a minority stock interest in 

a diamond prospect in South Africa. As discussed above, 
the trustee is now of the opinion that developments since 
the valuation hearing, which assigned a value of 

$3,050,000 to these interests, require a radical reduction in 
value of about 90%. He also advised that the above balance 
sheet omits important liabilities, including IRL’s share of 
the interest equalization tax claimed, certain taxes assessed 
in South Africa, and IRL’s share of the costs of this 
proceeding. 


The provision made for the foreign debenture holders in 
the plan attempted to settle their independent claim 
against IRL by adjusting the number of Class A shares to 
be distributed to them. The adjustment is intended to 
compensate the foreign debenture holders, as claimants 
against IRL, for the retention of the IRL assets by the 
reorganized company. The compensation would be the dif- 
ference in value between about 15,600 Class A shares and 
the same number of Class B shares. For reasons discussed 
later on, there does not appear to be any significant dif- 


ference in value between Class A and Class B shares under 
the plan as filed. But if the amendment we suggest for 
other reasons is adopted, the differential proposed for 
foreign debenture holders would add about $110,000 in 
value to their distribution. 


The fairness of that offer will depend on the value of their 
claim against IRL. The trustee’s present views suggest that 
IRL has little value and that the relatively small differential 
offered to the foreign debenture holders is sufficient 
compensation for their rights. There is nothing in the 
record to support such a conclusion. 


It will be necessary to take further evidence on this point. 
To avoid delay, we suggest the plan be amended to provide 
that the foreign debenture holders receive the shares to 
which they are entitled as subordinated creditors of KRC 
and a cash distribution equal to their rights against IRL as 
determined in a subsequent valuation hearing. We assume 
that an actual liquidation of IRL would be undesirable, 
although that would be a legally proper substitute for 
valuation. 


C. Subordination 
We described in the summary of the plan the procedure 
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used to reallocate Class A shares to creditors entitled to 
the benefit of the subordination provisions in the domestic 
and in the foreign debentures without infringing the rights 
of other creditors not involved in this special relationship. 
In summary, the common stock of the reorganized com- 
pany is to be issued in two series, with an equal number of 
shares in each series. All creditors are to receive 50 shares 
per $1,000 of claim. 


The nonsubordinated creditors receive 25 shares of each 
class on a strictly pro rata basis. The senior creditors 
receive 50 shares of Class A and the subordinated creditors, 
approximately nine shares of Class A and 41 shares of 
Class B. This reallocation procedure is a fair and appropri- 
ate technique for reflecting the different status of the three 
groups of unsecured creditors and is fair to the nonsub- 
ordinated creditors. 


The purpose of the reallocation between senior and sub- 
ordinated creditors is to give effect to the subordination 
provisions in the two subordinated issues. These provisions 
are substantially identical. The reorganization court has 
held that when, as here, debtor is insolvent so that post 
bankruptcy interest is not an allowable claim against the 
estate, the subordination provisions in question are not 
sufficient to permit the senior creditors to collect the post 
bankruptcy interest from the subordinated debenture 
holders which are not entitled to receive from the estate.37/ 


The use of two series of stock is directed to the special 
problem in this case relating to the Canadian Arctic 
interest. If expectations as to the potential of these 
interests are fulfilled, the Class A and Class B stocks would 
share on a parity in a level of income and value well above 
the amount of the claims before post bankruptcy interest. 
Under these circumstances, the shares issued to the senior 
creditors would satisfy their allowable claim in full and 
leave no occasion to seek further relief against the sub- 
ordinated debenture holders. 


To guard against the possibility that such expectations 
will be disappointed, the Class A shares are afforded a 
liquidation preference over the Class B shares equal to the 
present amount of their claim. In view of the size of the 
presently productive assets of the reorganized company, 
the liquidation preference for Class A would be covered 
without regard to the results in Canada. 


It should be noted that the substantial income from present 
operations will either be reinvested, enlarging the capital 
base of the reorganized company and the assets which its 
stock represents, or distributed as dividends so that a cur- 
rent return, also independent of Canadian results, will be 
earned on the investment. 


Nevertheless, we cannot overlook the fact that Class A 
stock differs from Class B stock only in its liquidation 
preference. Since liquidation of the reorganized company 
would be an extremely remote contingency, that prefer- 
ence can be given little weight. We must regard the plan as 
filed as essentially providing for one class of stock. Based 
on the value of $69.6 million derived above, the 4,338,000 
shares of both classes would represent about $16 a share 
and the 29.2% of the shares allowed the senior creditors 
would represent about $20.3 million, compared to $25.2 
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of senior claims. No real recognition of the subordination 
is afforded by the trustee’s plan. 











In an effort to expedite completion of this proceeding and 
to avoid extensive changes to an otherwise well considered 
plan of reorganization, we will suggest an amendment with- 
in the framework of the plan proposed. We do not present 
this as the only possible solution. 


We propose that each share of Class A stock be convertible 
into 1-1/2 shares of Class B stock, at the option of the 
holder at any time until the expiration of the fifth year 
after consummation of the plan. The potential increase in 
the number of shares of stock outstanding would be 25% 
of the entire issue, since only half of the shares issued are 
Class A shares. On a fully diluted basis, the total shares 
outstanding would be 5.4 million instead of 4.3 million. 


With respect to creditors who receive equal amounts of 
Class A and Class B shares, the change would have no sub- 
stantive effect. It does give meaning to the trustee’s re-’ 
allocation of 633,500 Class A shares from the subordinated 
to senior creditors and their replacement by an equbl num- 
ber of Class B shares for the subordinated debenture 
holders. 


Upon full conversion, the 1,267,000 Class A shares of the 
senior creditors would become 1,900,000 Class B shares 
and increase their percentage ownership of stock from 
29.2% ($20.3 million in value) to 35% ($24.4 million). 


Conversely full conversion of all the Class A shares would 

decrease the holdings of subordinated debenture holders to 
2,254,000 shares, or to 41.6% of the equity ($28.9 million 
value) instead of 47.4% ($33 million value). The conversion 
privilege would thus potentially transfer 5.8% of the equity 
($4.1 million value) from subordinated to senior creditors. 


Based on the $69.6 million value, fully diluted shares 
would represent about $12.84 of value, or $19.25 for 
1-1/2 shares. The conversion privilege also gives the Class 
A shareholders an enlarged interest in the accumulated 
earnings of the reorganized company during the five year 
conversion period, while allowing them the liquidation 
preference of $20 against adverse developments during the 
same period. 


We have generally opposed intrusion of convertible 
securities, options and other complexities into plans of 
reorganization. One effect of such provisions is to make the 
value of distributions dependent in part on unpredictable 
future actions of the creditors themselves. Thus, if only 
half the Class A shares were converted on the terms we pro 
pose, per share value would become $14.26 ($21.39 for 
1-1/2 shares), instead of $12.84 fully diluted. A guess as 
to the extent of conversion would be one necessary 
element in investment decisions during the conversion 
period. 


In this case, however, most of the other disadvantages of 


such privileges would be lacking. Both classes of stock will | 


represent a substantial present equity interest in the re- 
organized company. We are not suggesting issuance of 
purely speculative or contingent rights. Nor would a 
pyramid of securities of various ranks, changing as con- 
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version occurs, be created. The equity would be repre- 
sented at all times by a conventional common stock with 
only a limited uncertainty as to the ultimate number of 
shares, and the investment factors which would lead to 
conversion are clear. 


Under these circumstances we conclude that the plan may 
be found to be fair and equitable to the senior creditors 
and to the subordinated debenture holders if amended in 
substantially the manner described above. 


Other Matters 


KRC is subject to the registration and reporting require- 
ments of Section 12(g) of the Securities Exchange Act of 
1934 (15 U.S.C. 787(g) ), and it will continue to be subject 
to these provisions after reorganization. We recommend 
that, as soon as practicable after confirmation, appropriate 
pro forma financial statements of the reorganized company 
be submitted to our Division of Corporate Finance for 
examination and review. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ The general partners in each partnership were Im- 
perial-American Resources Fund, Inc. (“IARF”) for pro- 
ducing properties and Royal Resources Exploration Inc. 
(“Royal”), for exploratory prospects. Each general partner 
was a wholly owned subsidiary of a management company 
of similar name, and they in turn were wholly owned sub- 
sidiaries of Colorado. 


2/ ARF filed its voluntary petition February 25, 1972, 
Case No. 72 B 566. 


3/ KRCC issued all its common stock to KRC for $3 
million. The $18 million, !ess underwriting costs, raised 
from the stock and debentures was all loaned to KRC and 
its subsidiaries. At December 31, 1971, KRCC’s assets con- 
sisted of a $10 bank account and accounts receivable, in- 
cluding accrued interest, of $8,325,908 from KRC and 
$10,702,628 from IRL. KRCC was adjudicated bankrupt 
November 9, 1971, in the Bankruptcy Court, District of 
Colorado (Case No. 71 B 3125). 


4/ Subject to a 12-1/2% net operating profits interest 
retained by KRC. It should be noted that the various trans- 
actions alluded to herein differ to some degree as to the 
portions of the Canadian properties involved, so differing 
quantities of acres are referred to in different contexts. 


5/ On March 8, 1972, the Court of Appeals for the 
Tenth Circuit affirmed the district court's order approving 
the sale of these certificates. 


6/ The trustee did not settle with King himself concern- 
ing his alleged interest in these permits but instead moved 
to reject two pre-Chapter X agreements by the debtor to 
sell fractional interests in Canadian oil and gas exploration 
permits to King and Colorado Corporation. The rejection 
of the contracts was upheld on appeal. King v. Baer, 428 F. 
2d 552 (C.A. 10, 1973). 





7/ ‘The Sproule firm, headquartered in Calgary, Alberta, 
Canada, has experience in photogeological and surface geo- 
logical field work in western Canada and in the Northwest 
Territories, including the Canadian Arctic. The firm has 
built up a considerable amount of geological information 
about the Arctic from 10 to 15 years of accumulated data. 


8/ The trustee is also contesting a Federal tax claim, but 
holds $2 million in escrow to cover any liability thereon. 


9/ Excluding the $13 million settlement, but including 
the cash payments to be made, the allowed debt is $79.3 
million. Interest at 6% for four years, which rate the court 
used for testing purposes, although indicating that it was 
probable too low, would add $19 million. Total liabilities 
would thus range between $100 million and $125 million, 
depending on treatment of the class action and other con- 
tested claims. 


10/ Liquidation is defined to exclude a merger, exchange 
of assets for stock or other tax free reorganization. 


11/ These debentures were issued by KRCC, a foreign 
subsidiary of KRC and guaranteed by KRC. The proceeds 
were used, in whole or in part, to finance IRL, the sub- 
sidiary owning most of the miscellaneous foreign assets (but 
not the Canadian arctic interests). KRCC is a major creditor 
of iRL and the foreign debenture holders are the only sig- 
nificant creditors of KRCC. Their rights against IRL are 
independent of the subordinated guarantee of KRC. 


12/ Consolidated Rock Products Co. v. DuBois, 312 U. S. 
510, 526 (1941). 


13/ Parker Petroleum Co., Inc., 39 SEC 548, 559-568 
(1959). 


14/ In valuing the producing properties, Kravis deducted 
the production required to satisfy $1,519,335 of advance 
Payments on natural gas contracts. The balance sheet, 
Table IV, includes such pre-payments as a liability, so the 
gas reserves involved must be added to avoid a double 
deduction. 


15/ For example, because of the lack of development to 
date, coupled with the technological problems in under- 
taking drilling in the Arctic, particularly offshore, an 
assumption was made that a pipeline would not be avail- 
able until the 1980's. The year 1986 was chosen as an 
average year assumed for production and a basis from 
which estimated prices for gas and oil and estimated costs 
(e.g., the cost of tanker transportation from Canada to New 
York) were projected. 


16/ The trustee presented an expert witness on finance to 
testify as to the theoretical economic validity of the 
approach employed by Sproule. 


17/ - In addition, Consolidated holds a $574,000 note of 

KRC, which is excluded from the liabilities for which new 

stock will be issued pending final disposition of the litiga- 

tion. 

18/ KRC owns real estate on two islands in Casco Bay, 

Portland, namely, Long Island, and Great Diamond Island. 
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The terminal situated on Long Island, was originally con- 
structed during World War II to handle heavy fuel for the 
U.S. Navy’s Atlantic Fleet. 


19/ KRC has been trying to rebuild the Casco Bayside 
dock and get clearance for vessels in the range of 350,000 
barrels (or 50,000 tons). Otherwise smaller barges would 
have to be used to transport oil, for example, to the Port. 
As a deep water facility, the terminal is considered to have 
a much greater potential. 


20/ Precision is a manufacturing company. The stock 
represents about 24% of the voting shares. There is no 
active trading market. 


21/ Liens aggregating $229,000 also apply to the ter- 
minal, and are included in the total collateral value. The 
liens must be discharged under either election. 


22/ He does provide for an additional $800,000 of work- 
ing capital in 1976-1979. 


23/ Neither the working capital nor the office building 
and equipment are additional elements of value, since their 
continued use is incident to earning the income on which 
investment properties were valued. 


24/ §§ 174 and 221(2) of Chapter X. 


25/ Group of Institutional Investors v. Chicago M. St. 
P. & Pac. R. Co., 318 U.S. 523, 565 (1943). 


26/ Case v. Los Angeles Lumber Products Co., 308 U. S. 
106, 119-121 (1939). 


27/ Consolidated Rock Products Co. v. DuBois, 312 U.S. 
510, 530 (1941). 


28/ Inre Credit Industrial Corporation, 366 F. 2d 402, 
(C.A. 2, 1960); /n re Aktiebaloget Krueger & Toll, 96 F. 
2d 768 (C.A. 2, 1938); St. Louis Union Trust Co. v. 
Champion Shoe Machinery Co., 109 F. 2d 313 (C.A. 8, 
1940); Bank of America v. Erickson, 117 F. 2d 796 (C.A. 
9, 1941); Jn re Allied Properties Co., 118 F. 2d 773 (C.A. 
6, 1941). 


29/ Ine Time Sales Finance Corp., 491 F. 2d 841 (C.A. 
3, 1974); In re Kingsboro Mortgage Corp., 514 F. 2d 400 
(C.A. 2, 1975). 


30/ Inre Associated Gas & Electric Co., 149 F. 2d 996 
(C.A. 2), cert. den., 326 U.S. 736 (1945); in re Joe New- 
comer Finance Co., 226 F. Supp. 387 (D. Colo., 1964). 


31/ Protective Committee v. Anderson, 390 U.S. 414, 
424 (1968). 


32/ Id. at 424-425. 


33/ Claims for bankruptcy interest must be considered in 
determining whether the company is solvent or not. See 
Consolidated Rock Products Co. v. DuBois, 312 U.S. 510, 
527-28 (1941); Ruskin v. Griffiths, 269 F. 2d 827, 830- 
832 (C.A. 2, 1959), cert. den., 361 U.S. 947, U.S. 156, 
1963-65 (1946), Re Muskegon Motor Specialties, 366 F. 
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2d 522 (C.A. 6, 1966). 


34/ The plaintiffs in these securities cases allege that 
various defendants, including KRC, violated securities laws, 
among other laws, by: 


a) employing devices, schemes, and artifices to defraud and 
engage in acts, transactions or deceit upon the purchasers 
of the KRC common stock and debentures; 


b) making untrue statements of material facts and omitting 
to state material facts necessary in order to make the 
statements not misleading in registration statements, pro- 
spectuses, financial statements and other materials; and 


c) conspiring to defraud purchasers of KRC common stock 
and debentures. 


35/ The second column in Table IV, supra, reflecting the 
trustee’s 1974 budget, includes receipt of this sum. 


36/ The cost of selling the foreing debentures was de- 
ducted, but a compensatory discount was allowed by the 
KRC companies which borrowed the money. 


37/ Inre King Resources Co., No. 71-B-2921 (D. Colo., 
Dec. 5, 1974), senior creditors have appealed this decision, 
but no decision has been rendered as of the date of this 
writing. The same decision was reached in /n re Time Sales 
Finance Corp., 491 F. 2d 841 (C.A. 3, 1974), and /n re 
Kingsboro Mortgage Corp., 514 F. 2d 400 (C.A. 2, 1975). 
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SECURITIES ACT OF 1933 
Release No. 5589/June 12, 1975 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11464/June 12, 1975 


INVESTMENT COMPANY ACT OF 1940 
Release No. 8816/June 12, 1975 


In Volume 7, No. 4 of the SEC DOCKET, the following 
footnotes 3 through 7 were inadvertently omitted from 
the Notice of Proposed Guidelines with Respect to Stand- 
ardizing Money Market Fund Yield Quotations. (See 
Release Nos. above.) 


3/ _—_— Investment Company Act of 1940 Release No. 8757. 
The period for comment on that release has been extended 
until June 23, 1975, Investment Company Act Release 
8804, May 30, 1975. 


4/ Rule 10b-5 states, 


It shall be unlawful for any person, directly or indirectly, 
by the use of any means or instrumentality of interstate 
commerce, or of the mails, or of any facility of any na- 
tional securities exchange 
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(a) to employ any device, scheme, or artifice to defraud, 


(b) to make any untrue statement of a material fact or to 
omit to state a material fact necessary in order to make the 
statements made, in the light of the circumstances under 
which they were made, not misleading, or 


(c) to engage in any act, practice, or course of business 
which operates or would operate as a fraud or deceit upon 
any person, 


in connection with the purchase or sale of any security. 
5/ Section 17(a) states, 


it shall be unlawful for any person in the offer or sale of 
any securities by the use of any means or instrumentality 

of transportation or communication in interstate commerce 
or by the use of the mails, directly or indirectly — 


(1) to employ any device, scheme, or artifice to drfraud, or 


(2) to obtain money or property by means of any untrue 
statement of a material fact or any omission to state a 
material fact necessary in order to make the statements 
made, in the light of the circumstances under which they 
were made, not misleading, or 


(3) to engage in any transaction, practice, or course of 
business which operates or would operate as a fraud or 
deceit upon the purchaser. 


6/ Aprecise formula for calculating YAL is set forth in 
the Technical Appendix to the guidelines. 


7/  Anhistorical return might be expressed as a total 
return or in some other manner. It might be calculated 
over the past year or the life of the fund whichever is 
shorter or it may be an annualization of some period such 
as the past week, day, month or year. 


INVESTMENT COMPANY ACT OF 1940 
Release No. 8865/July 28, 1975 


The following release was inadvertently omitted from 
Volume 7, No. 11 of the SEC DOCKET dated August 12, 
1975. 


INVESTMENT COMPANY ACT OF 1940 
Release No. 8865/July 28, 1975 


In the Matter of 


PACIFIC STANDARD FUND, INC. 
Federated Investors Building 

421 Seventh Avenue 

Pittsburgh, Pennsylvania 15219 
(811-1301) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DE- 
CLARING THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 





NOTICE iS HEREBY GIVEN that Pacific Standard Fund, 
Inc. (“Applicant”), an open-end, diversified, management 
investment company registered under the Investment Com- 
pany Act of 1940 (“Act”), has filed an application on 
April 30, 1975, and an amendment thereto on May 23, 
1975, for an order of the Commission declaring that the 
Applicant has ceased to be an investment company as de- 
fined in the Act. All interested persons are referred to the 
application on file with the Commission for a statement of 
the representations contained therein, which are sum- 
marized below. 


Applicant states that on April 25, 1975, shareholders of 
the Applicant approved an Agreement and Plan of Re- 
organization (“Agreement’’) and Articles of Exchange and 
Transfer providing for the sale by the Applicant of sub- 
stantially all of its assets to Empire Fund, Inc. (““Empire’’), 
an open-end investment company registered under the 
Act, in exchange for shares of capital stock of Empire and 
cash; and that on April 28, 1975, the Agreement and the 
Articles of Exchange and Transfer were filed with the 
Department of Assessments and Taxation of the State of 
Maryland. In addition, Applicant states that Articles of 
Dissolution will be filed with such Department upon 
receipt of a tax clearance certificate from the Maryland 
Department of Revenue. 


Applicant states further that its former shareholders have 
been issued shares of Empire pursuant to the terms of the 
Agreement; that checks in lieu of fractional shares of 
Empire have been issued to such shareholders; and that 
Applicant has no assets other than a small cash reserve 
maintained for the purpose of satisfying such checks. 


Section 8(f) of the Act provides, in pertinent part that 
when the Commission upon application finds that a reg- 
istered investment company has ceased to be an invest- 
ment company, it shall so declare by order and, upon the 
effectiveness of such order, the registration of such com- 
pany shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than August 22, 1975, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on this 
matter accompanied by a statement as to the nature of 

his interest, the reason for such request, and the issues of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be served 
personally or by mail (air mail if the person being served is 
located more than 500 miles from the point of mailing) 
upon Applicant at the address set forth above. Proof of 
such service (by affidavit or, in case of an attorney] at] law, 
by certificate) shall be filed contemporaneously with the 
request. As provided by Rule O-5 of the Rules and Reg- 
ulations promulgated under the Act, an order disposing of 
the application will be issued as of course following said 
date unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. Per- 
sons who request a hearing, or advice as to whether a hear- 
ing is ordered, will receive any notices and orders issued in 
this matter, including the date of the hearing (if ordered) 
and any postponements thereof. 
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For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 





George A. Fitzsimmons 
Secretary 
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